K i ‘: |
! . o :
; MICROFICHE CONTROL LABEL
‘ i
* B
i

nsqxsrnanr'siuane S A V74 (ﬂ el :;Z;c |

*{{URRENT ADDFES§I' /4Fl/' ‘éé;ﬁgf?ﬁ? f75;f 7 7¢:2;}“.
1 . »:Zj:;d7g 67j§gqf 7 ;’?%/ 57177

e

**FORMER NAME -
l "

o T ~ PROCESSED
**NEW ADDRESS :

| ST | mmﬁcﬂ?
| | f:;ﬁthEL
FIJE NO. 82+~ QJZ£E7):1:EZ ' FISCAL YEAR —_— T
. 4 Camp!m for tntda! submissions only e Please nott mame l.ll address changer
i ) l ) .
‘ INDICATE FORM IXPE TO BE USED FOR WORRLOAD ENTRY

12G3~25 (INI?IAL FILING) AR/S (ANNUAL REPORT)

12G32BR (Rsrﬁsrarsﬁzuf) ' SUPPL  (OTHER) TE:P’///////
I b T . .

S
i l
DEF 142" (PROXY)

R b | : orcf/Bf:___éEiili__




Toronto, ON - February 17, 2005

ING CANADA REPORTS Q4 and 2004 RESULTS

ING Car'%ada Inc. (TSX: IIC.LV) reported net income of $173.1. million for the quarter ended

December 31, 2004, up from $24.7 million in the same period of the preceding year. Revenues
for the fourth quarter also increased to $1,005 million from $808 million in the corresponding

quarter of 2003.

"\ Forthe year 2004, net income amounted to $624.2 million up from $150.5 million the previous

year, on;revenues of $3,781 million, an increase of 25% from the $3, 015 million in revenues

recorded in 2003. The results for both the quarter and the year were driven by improved
underwriting results, strong realized investment gains and higher investment income.

Eamings per adjljsted share reached $4.67 for 2004 versus $1.13 in 2003. Earnings per

:, adjusted share for the quarter amounted to $1.29 compared to $0.18 in the corresponding

period of 2003, The earnings per adjusted share figures were retroactively determined as if the |

. 133,732,000 shares issued as a result of the IPO were outstanding throughout 2003 and 2004.

Under Canadian generally accepted accounting principles, the eamings per share for 2004,

taking into account the lower number of shares outstanding in 2004 before the IPO, would be

$6.51 (basic) and $6.49 (dlluted) versus $1.61 (basic) and $1.61 (diluted) for 2003.

. ING Canada also announced that it has declared a quarterly dividend of 16.25 cents per share |

on its outstandlng common shares, payable on March 31'lt to shareholders of record on March - |

21%.

Claude Dussault, president-and CEO said: “Results for the year 2004 have been strong and

reflect an improvement in our claims experience in all lines of business across all jurisdictions,

as well as increased efficiencies. The improvement, most noticeable in personal automobile
" insurance, was driven by a significant reduction in claims frequencies as well as governmental

initiatives aimed at better controlling the cost of automobile insurance. This has led us to
reduce our auto rates from 8% to 25% dependmg on the jurisdiction which implemented
product reforms

Mr. Dussault also highlighted the large percentage of income derived from investment

ac’uw‘ues “While we are proud of our underwriting results, we also benefited from strong gains ;

on the sale of investments, which contributed $132.4 million of our total income before income

taxes.”

“During the quarter, we continued to pursue our growth strategy by acquiring Allianz Canada ;

. and completing an initial public offering. While the acquisition of Allianz will allow us to

increase our revenues substantially in 2005, being a public company gives us increased
~ flexibility. to pursue additional growth opportunities in the future.”, said Mr. Dussault.
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o Current'Outlook

We believe that several key factors will affect the P&C insurance industry in the next 12 to

24 monms

. (Iaiizen the large contribution of automobile insurance to premium volume of the P&C
irllsurance industry, regulatory changes to automobile insurance are expected to
contlnue to impact the performance of the P&C insurance industry. Furthermore, the
Iower automobile claim frequencies observed in 2004 will either return to normal levels
or lead to premium reductions in the coming 24 months.

. Favourable experience in commercial insurance in the last three years and the
strengthenmg of the P&C insurance industry’s capltal position will likely accelerate

competltlon in commercial insurance.

. Consequently, the mdustrys growth rates for the next 12 to 24 months are likely to be
below historical levels. We also expect that the underwriting results will not remain at

such favourable levels.

t
'

: Financifal Summary

B . 2004
I . gd_;
',
Direct Premiums Written (§ million) 883.0
Underwriting Income ($ million) 118.4
- Net income ($ million) : 173.1
. Eamings per adjusted share (in 1.29
~ dollars)*,
- Basic earnings per share (in dollars)** 1.69
. Diluted eamnings per share (in dollars)** 1.67
_ Return on equity 40.9%
Combined ratio - 86.7%

2003 2004 2003

Q4 12-month  12-month

8516 3,575.9 3.443.8

(13.3) 4700 . 517
247 624.2 150.5
0.18 4,67 1.13
0.26 6.51 161
026 6.49 1.61

16.5% 40.9% 16.5%
101.8%  86.0% 98.1%

 *The eamings per adjusted share were retroactively determined as if the 133,732,000 shares

were issued and outstanding throughout 2003 and 2004. However, these figures have not
been adjusted to reflect the potential effect of the use of proceeds on the investment income

f for 20031and 2004.

!
|

**Earnlngs per share ﬁguresl were determined under Canadian generally accepted accounting-
principles, taking into account the lower number of shares outstanding in 2004 prior to the IPO. .
| . .
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! Financial Highlights

Revenues for the fourth quarter increased to $1,005 million from $808 million in the
correspondlng quarter of the previous year. Revenues for the year increased by $766
rnllllon or 25.4% to $3,781 million. Net premrums eamed increased by $604 million
malnly as a result of the commutation of a reinsurance agreement. Investment income
mcreased by $53 million as a result of the growth in invested assets. Realized gains on
the sale of investments increased by $100.3 million as a-result of favourable equity
Tarket conditions and the success of our investment strategy.

Total income before income taxes for the quarter increased to $229.7 million from

$47 8 million in the fourth quarter of 2003. Total income before income taxes increased
to $855.8 million for the year, up from $227.0 million in 2003. The increase mainly
reflects improvements in underwriting income (+ $418.3 million), as well as a strong
mvestment performance.

Net income for the quarter amounted to $173.1 million compared to $24.7 million in the
correspondlng quarter in 2003. For the year 2004, net income amounted to $624.2
rrnlhon up from $150.5 million in 2003. :

o Busines%s Highlights,

Direct written premiums increased by 3.8% during the year to reach $3,576 million. The
slower growth of premiums is mainly attributable to significant decreases in automobile
ihsurance rates in the Atlantic provinces, Ontario and Alberta as a result of govemment
initiatives aimed at better controlling the cost of claims. Personal lines insurance :
premlums increased by 2.9% to $2,415 million while commercial insurance premiums
grew by 5.9% to reach $1,161 million.

Improved claims experience in all our business lines in 2004, driven mainly by the
adoptron of new product definitions in automobile insurance and a reduction in claims
frequency, resulted in a reduction in our claims ratio, which reached a record low of
56.6% compared to 68.1% the preceding year. Improvements in the share of the
results of the Facility Association also contributed to the reduction of our claims ratio.
As a result of the favourable claims experience and rigorous expense management,
the combined ratio for the year amounted to 86. 0%. a 12.1 percentage point
|mprovement over the previous year.

The |mprovement was most evident in personal lines, where we recorded an
unden.vntmg gain of $339.2 million. This was the first underwriting gain in many years.
In 2004, our combined ratio for personal lines dropped to 85.5% from 101.9% in the
previous year, despite substantial rate reductions in automobile insurance in most
jurisdictions during 2004.

]

Our commercial lines continued to improve with underwriting income of $130.8 million.
Our combined ratio also improved by 3.4 percentage points to reach 87.2%.




A Corporate developments

. o
! ¢

¢ During the fourth quarter, the company continued to pursue its acqtjisition strétegy by
completlng the purchase of Allianz Canada at a cash consideration of $370 miilion.

« -During the last quarter of 2004 ING Canada also launched an initial publlc offenng of

. its shares which resulted in gross proceeds of $907 million. Following the exercise of -
the over-allotment option in January 2005 by the underwriters, the total gross proceeds
amounted to $1,043 million, :

e During the year, our assets increased by 40% to $9,663 million while shareholders’
.equity more than doubled to $2,060 million as a result of the acquisition of Allianz, the
- proceeds of the IPO, as well as our solid eamings perfon'nance Furthermore, our debt
'decreased from $483 million to $256 miltion.

]
Conference Call

ING Canada will host a conference call to review its earnings results today at 8:30 am EST.
To listen to the call via live audio webcast and to view the presentation slides, visit our website
at www.ingcanada.com. Click on “Investor Relations” and then “Quarterly Reports™ .

The conference call is also available by dialing 617-614-3474 or 1-800-706-7749 (toll free in
North Amenca) The passcode is 51957322. Please call ten minutes before the start of the

" call,

A playback of the call will be available starting at 5:00 pm EST on February 17 through 5:00 :
pm EST on February 24. To listen to the replay, call 617-801-6888 or 1-888-286-8010 (toll free - -
in North America). The passcode i is 59037592 A transcript of the call will also be available on

ING Canada’s websute

About ING Canada

ING Canada is the largest provider of property and CasUaIty insurance in Canada. ING
Canada'’s principal insurance products are automobile, property and liability insurance, which it
provides primarily to individuals and small to medium sized businesses through its insurance

subsidiaries across Canada.

MANAGEMENT DISCUSSION AND ANALYSIS A

The folfowing discussion and analysis of our financial condition and results of operations
should be read in conjunction with our consolidated financial statements and accompanying
notes included at the end of this report, as well as “Management's Discussion and Analysis of
Financial Condition and Results of Operations’, financial statements and the Glossary of
Selected Insurance Terms included on pages 64 to 88, pages F10 to F43 and G1 to G4,
respectively, included in the Company’s Prospectus dated December 9, 2004. It contains
forward-lpoking statements that involve risks and uncertainties. Our actual results could differ




:" materially from those anticipated iﬁ these forward-looking statements as a result of various
. factors, including those discussed belowor in our Prospectus. Certain totals, sublotals and
' percentages may not reconcile due to rounding.

~ Overall Performance

Net income for the year ended December 31, 2004 of $624.2 million represents an increase of

* $473.7 million, or 314.8%, compared to net income of $150.5 million for the comparative

- period in 2003, These results were driven by improved underwriting results, including

- historically low claims ratios in most lines of business, plus significant increases in realized .
. investment and other gains, and investment income.

» Investments increased by $2,148.9 miillion or 55.6% to $6,010.4 million at December 31, 2004
. compared to 2003. The significant growth was primarily due to the acquisition of Allianz of

. Canada, Inc. (“Allianz") which contributed $1,061.5 million of investments. The Allianz

. contribution to investment income in the month of December was $3.2 mitlion. The

. commutation of a quota share reinsurance treaty on January 1, 2004 increased investments

by $665.0 million and generated a full year of investment income. In addition, profits were
generally earned evenly throughout the year and were invested and contnbuted to investment
income. :

I

Shareholders' equity increased by $4,070.5 million or 108.2% to $2,059.6 million at December

.31, 2004. In addition to the net income of $624.2 million, the completion of an initial public
" offering (“IPO") in December increased equity by $875.1 million. We used a portion of the total

proceeds to repay existing debt plus some additiona! debt established as part of a corporate
restructuring undertaken prior to the IPQ. Just prior to this restructuring, $428.7 million of
shareholders’ equity was converted, through reduction of stated cap|tal into promissory notes
and ultlmately repaid to the controlling shareholder. .

The summary financial data set forth in the following tables has been prepared in accordance

. with Canadian generally accepted accounting principles (“GAAP”) and has been derived from
- our consolidated financial statements as at and for the years ended December 31, 2004, 2003

- and 2002.
Years Ended December 31
2004 2003 " 2002
(in $ millions except for per share data)

Direct premiums written $3,575.9 $3,443.8 $3,107.0
Total revenue 3,780.9 3,015.4 2,559.1
Underwrltlng income (Ioss) , 4700 . 51.7 (27.3)
Net income ' 6242 150.5 . 293
Eamings per share {in dollars) (1) - ‘
Basic $6.51 - $1.61 $0.31

Diluted $6.49 $1.61 $0.31




As at Decémber 31

2004 2003
Investments \ $6,010.4 © $3,861.5
Total assets A ' 9,663.1 | 6.906.8
Debt outstanding T 256.2 - . 483.1

- Total shareholders' equity . ' 2,059.6 989.1

The following table shows our selected financial ratios and ROE data.

Years Ended December 31

, 2004 2003 2002
Selected Financial Ratios and ROE Data: . '
Claims ratio . 56.6% - 68.1%- 73.8%
Expense ratio 29.4% 30.0% 27.4%
Combined ratio 86.0% 98.1% 101.2%.
ROE(1) . 40.9% 165% . 30%
ROE of our P&C insurance subsidiaries(2} 39.6% 15.5% -4.5%

(1) Represents our net income for the twelve months ended on the date indicated divided by the average
shareholders' equity over the same twelve month period. ' ’

. {2) Represents net income for the twelve months ended on the date indicated of ouf P&C insurance subsidiaries

divided by the average shareholders' equity for our P&C insurance subsidiaries over the same twelve month

petiod. Our P&C insurance subsidiaries consist of Belair Insurance Company Inc., ING insurance Company of

Canada, ING Novex Insurance Company of Canada, The Nordic Insurance Company of Canada and
'Weilington Warranty Company Inc. After November 30, 2004 the results of our P&C insurance subsidiaries
consist of the results of the above-mentioned subsidiaries as well as the subsidiaries of Allianz: Allianz
Insurance Company of Canada and Trafalgar Insurance Company of Canada.

~ Anincrease of $418.3 million in underwriting income generated $470.0 million of underwriting
. income for the twelve months ending December 31, 2004. While all lines of business

* performed strongly in 2004, a significant portion of the underwriting results was driven by our
. personal automobile portfolio contributing $291.9 million to the underwriting income for the

- year. '

The performance of the autorriobile portfolio in 2004 was driven by an unexpected reduction in -

./ claims frequencies, by claims cost stabilisation resulting from product reforms in most markets
. as well as improvement in the assumed underwriting results from the Facility Association (the
~ statutory residual market insurance pools in which we are required to participate). ‘




We have observed an unexpected reduction in automobile claims frequencies in key markets

. in 2004, most evident in physical damage to vehicles. We believe that reduced precipitation

(including snow and rain) experienced during the year 2004, increase in the price of gasoline
and a change in consumer behaviour regarding smaller claims, were important contributors to
the decrease in frequencies. Other long term favourable trends contribute to explaining the '
reduction in frequencies such as favourable economic conditions and ageing of the driving
population. '

The reforms implemented throughout 2003 and primarily 2004 in Alberta, New Brunswick,
Nova Scotia and Ontario appear to have reduced the cost as well as stabilised the claims -
inflation to the extent anticipated. This has led to significant reductions in rate levels and has
increased availability of automobile insurance in these markets. As many of the factors driving
the unexpected decreases in collision frequency would also impact on bedily injury and
accident benefit claims, however we remain cautious in our assessment of the lasting impact
of these reforms. T

The Facility Association results improved in 2004 from significant loss positions for the years
2001, 2002 and 2003 contributing $101.5 million to the overall improvement in the underwriting
income in 2004 compared to 2003. The improvement in the Facility Association underwriting

" . income results from significant rate increases implemented throughout 2003 and 2004, from
- an unexpected drop in-claim frequencies and favourable development on prior accident years'

claims. The impact of the reforms in addition to the adjusted rate levels, has caused the

- number of drivers insured through the Facility Association to decrease significantly in 2004.

Current Outlook

We believe that several key factors will affect the P&C insurance induétry inthe next 12to
24 months.

Given the large contribution of automaobile insurance to premium volume of the P&C insurance
industry, regulatory changes to automobile insurance are expected to continue to impact the
performance of the P&C insurance industry. Furthermore, the lower automobile claim

. frequencies observed in 2004 will either retum to normal levels or lead to premium reductions
- in the coming 24 months.

Favourable experience in commercial insurance in the last three years and the strengthening
of the P&C insurance industry’s capital position will likely accelerate competition in commercial

. insurance.

Conseguently, the industry’s growth rates for the next 12 to 24 months are likely to be below

~ historical levels. We also expect that the underwriting results will not remain at such

favourable levels.

, L S ' 7/38



- Significant Transactions
Initial Public Offering

. The‘Company completed an IPO on December 15, 2004, pursuant to the filing of a'prospectus

dated December 9, 2004. As a result of the offering, 34,880,000 common shares were issued
at $26.00 per share for proceeds of $858.5 milion net of underwriters’ fees and other
expenses. Pursuant to the underwriter's agreement for the prospectus, an over-allotment
option was granted and then exercised subsequent to December 31, 2004 for which 5,232,000
additional common shares were issued and net proceeds were received of $129.2 million.

Acquisition of Allianz

Consistent with our growth strategy, the Company entered into a share and loan purchase
agreement dated October 7, 2004 with Allianz AG and Allianz of America Inc. to acquire most
of Allianz’ operations in Canada. Included in the acguisition were two insurance companies,
Allianz Insurance Company of Canada and Trafalgar Insurance Company of Canada which
together were the thirteenth largest P&C insurance group in Canada with a 2.7% market share -
based on its 2004 direct written premiums of $797.6 million. Part of this ($193.5 million),
referred to as the "AGR Business”, related to insurance coverage of industrial risks for large
Canadian companies and muiti-national clients of Allianz AG; as described below, this
business is not part of the acquisition. The acquired business is distributed exclusively through -

. brokers including a network of brokers branded “Grey Power” which targets individual

customers over the age of 50. We are integrating the acquired business into our operations

' over the next 12 to 18 months. Also part of the acquisition was a network of insurance

brokerages, Canada Brokerlink, which sells the products of P&C insurance companies to
|nd|V|duaIs and small to medium-sized businesses. The transaction was recorded with an

. effective date of November 30, 2004 and was completed December 8, 2004. The results of
" Allianz for the month of December 2004 have been included in the Company's consolidated
. statements of income for the three months and year ended December 31, 2004, contributing

direct premiums written for the month of $59.8 mllllon net prem:ums eamed for the month of

. $50.1 m|II|on and net income of $10.1 million.

' As a result of the acquisition, the Company acquired all of the issued and outstanding shares

of Allianz for cash consideration of $279.0 million and purchased certain debt of $31.0 million.
The total purchase price for the shares of $283.4 million including transaction costs has been
allocated on a purchase accounting basis, measured at fair value, to net tangible assets of

* $199.4 million, net intangible assets of $37.2 million and goodwill of $46.8 million (see note 11

of the accompanying consolidated financial statements).

The transaction excludes the AGR Business which is expected to be transferred, pursuantto a
restructuring transaction, to the Canadian branch of Allianz Global Risks US Insurance
Company (“AGR") in 2005. Until regulatory approval is obtained for the restructuring
transaction, the AGR business is subject to a quota share agreement with Allianz Global Risks




Rilckversicherungs AG. Consequéntly. the AGR business has no net impact on the
consolidated statement of income of the Company.

The fair value of the goodwill and intangible assets recorded at the effective acquisition date of
November 30, 2004 is $32.9 million less than the estimate that had been disclosed at '
September 30, 2004 in our prospectus. This is the result of a $20.0 million higher book value
at closing due to more net income from the business to be retained as well as the business to
be excluded after closing, $11.1 million lower estimated integration costs than originally
estimated and $8.1 million lower fair value adjustments due to a higher market value
adjustment on investments minus $6.3 million tax effect for these changes. Integration costs
represent amounts to be incurred related to the integration of the operations of Allianz over the
next 12 to 18 months and consist of provisions for involuntary employee terminations,
redundant lease space, discontinuance of information systems and regulatory policyholder
notification requirements, These estimates represent management's best judgement based on
information known at this time and further adjustments may be identified. .

The Company anticipates that it will also incur other transition costs of $11.6 million in 2005
and the first quarter of 2006 relating to the acquisition of Allianz. These costs will be charged
to expense in the consolidated statements of income in the period that they are incurred as
they do not qualify under purchase accounting rules for recognition as .integration costs for the
Allianz acquisition. . : '

Results of Operations

' Sedmented Information

We report our underwriting results through two operating segments of our P&C insurance
business: personal insurance and commercial insurance plus the investment results of our
P&C insurance subsidiaries is a third operating segment.- In addition to these operating .
segments, our results include our non-operating segments, namely corporate and other
acti\'(ities, and realized investment and other gains (losses).




i e =

corporate and other and realized investment and other gains.

Revenue

P&C insurance

Net premiums earmed
Personal insurance
Commercial insurance

“Total net premiums earmed
Investments

Total P&C insurance
Corporate and other
Realized investment and other gains

Total Revenue

Income (loss) before income taxes
P&C insurance

Underwriting income (loss)

Personal insurance

Commercial insurance

‘Total underwriting income (l0ss)
Investments

Total P&C insurance
Comorate and other :
Realized investment and other gains

‘Total income (loss) before income taxes

. 39 The following table presents selected information on our three operating segments as weII as

Years Ended December 31

4

2004 2003 -
(in $ millions)
1 $23435  $1,828.7
1,021.1 9322
$3.3646  $2,760.9
2567 2088
$3,621.3 . $2,960.7
272 136
1324 321
$3780.9  $30154

2002

$1,563.9
7732

$2,3371
181.7

$2,513.8.

. 378
25

2,55

Years Ended December 31 -

2004 2003
(in $ milliong)
$339.2 . $(35.5)
130.8 87.2
470.0 51.7
247.0 200.5
7170 2522
6.4 (57.3)
132.4 321
$8558  $227.0

2002°

$(63.5)
36.2

(27.3)
173.9

146.6
(117.9)
2.5

$31.2

1088 . .7




.. Premiums written

Direct premiums written increased by 4.2% after the exclusion of Facility Association and

~ Allianz witten premiums which differs from the 3.8% increase in premiums of $3,575.9 million
. for the year ended December 31, 2004 compared to $3,443.8 million for 2003. The acquisition

of Allianz accounted for $59.8 million of the increase in direct written premiums or 1.7%. Net

' premiums written increased by $642.4 million, or 21.7%, to $3,609.0 million in 2004 compared

to $2,966.6 million in 2003. Excluding the impact of the quota share treaty related to a 2001
portfolio purchase which was commuted as of January 1, 2004, net written premiums

. increased by $72.2 million or 2.2% to $3,423.7 from $3,351.5 million. Net premium written by
Allianz for the month of December 2004 accounted for $34.3 million of the increase or 1.1%.

"~ Personal insurance direct premiums written increased by $67.1 million or 2.9% to

$2,415.2 million in 2004 compared to $2,348.1 million in 2003. Personal automobile insurance

. direct premiums experienced a small decrease (0.6%) in 2004 compared to 2003 but

excluding the impact of Facility Association the growth was 3.5%. Growth in personal property
insurance was favourable at 12.3% in 2004 compared to 2003.

Commercial insurance direct premiums written increased by $65.0 million, or 5.9%, to

* $1,160.7 million in 2004 compared to $1,095.7 million in 2003. Commercial, non-auto direct

_ premiums written incréased by $55.0 million, or 6.8%, in 2004 compared to 2003, and

. commercial automobile insurance direct premiums written increased by $10.0 million, or 3.4%,
. in 2004 compared to 2003. . '

Revenue

Revenue increased by $765.5 million, or 25.4%, to $3,780._9 million for the year ended

"~ December 31, 2004 compared to $3,015.4 million for the comparative period in 2003 due to an
- increase in net premiums earned realized investments and other gains and investment -

mcome

Net premiums earned increased by $603.7 million, or 21 9%, to $3,364.6 million in 2004
compared to $2,760.9 million in 2003. The 2003 non-recurring ceded premiums of $352.5

" million related to a 2001 portfolio purchase quota share treaty, if excluded, would reduce the .

growth in net premiums eamed to 8.1%. The net premium earned for Allianz for the month of
December 2004 represents $50.1 million or 1.8% of the growth.

Investment income increased by $53.0 million, or 24.8%, to $267.0 million in 2004 compared
to $214.0 million in 2003, which was largely due to the growth in invested assets that resulted
from increased profits due to favourable underwriting results and the growth in our premium
base. Most of our investment income is earned by the investment portfolios of our insurance

~ subsidiaries. Investment income for those subsidiaries increased by $47.9 million, or 22.9%, to

$256.7 million in 2004 from $208.8 million in 2003 due to growth in invested assets.
Investment expenses were $9.7 million for 2004 compared to $8.3 million for 2003. The
amount of interest and dividends earned during 2004 reflected a $2,148.9 miillion increase in




the investment portfolio in 2004, due to positive cash flows from our insurance subsidiaries,-

Allianz investments of $1,061.5 million (which produced income for December) plus the
transfer of investments of $665.0 million from reinsurers related to the quota-share treaty

‘commuted as at January 1, 2004.

. The average pre-tax yield of our investment segment, excluding realized investment gains and

losses, was 5.7% and 5.9% for the year ended December 31, 2004 and 2003, respectively.

Realized investment and other gains increased by $100.3 million to $132.4 million in 2004
compared to $32.1 million in 2003. Included in these realized investment and other gains
(losses) for the year ended December 31, 2004 was $6.9 million (2003 — $29.7 million) of
losses on the other than temporary write-down of certain equities, including the write-down of
mutual fund seed capital invested in our own mutual funds of $1.3 million in 2004 (2003 —
$18.0 million). The following table presents realized investment and other ga:ns (losses) for
the years ended December 31:

. 2004 2003

Fixed Income : $34.6 $36.2
Preferred shares _ ' . {6.3) . 244
Common shares . o 100.1 {3.2)
Sale of subsidiaries ‘ - _40 . (25.3)
Total Realized investment and other gains . $132.4 "$321

" Commissions and advisory fees, which are commissions eamed by our wholly-owned P&C

insurance brokers and our broker/dealers, together with fees earned by our mutual fund

: manager, increased by $8.6 million to $16.9 million in 2004 compared to $8.4 million in 2003.

* The income from investments in our P&C insurance brokerage subsidianes (accounted for
~ using the equity method) is included in investment income and was $8.1 million (2003 — $3.5

million).

~ Income (Loss) Before Income Taxes

_ For our P&C insurance operations, income (loss) before income taxes is driven by our

. underwriting income (loss) and our investment income. Underwriting resuilts reflect the

- revenues from net premiums earned discussed above, claims and claims adjustment

I expenses (the claims ratio) and commissions, premium taxes and general expenses (the
~ expense ratio). Underwriting profitability reached record levels in 2004, reflecting strong

market conditions and a favourable claims environment and particularly reduced frequency.

. During 2004, direct premiums written assigned to us from the Facility Association totalled
. $81.8 million compared to $146.6 million in 2003, but generated higher net premiumns earmed
. of $109.2 million compared to $101.0 million in 2003 and a swing in underwriting results of

~ $101.5 million to an underwriting income of $35.4 million compared to an underwriting loss of
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$66.1 million in 2003. Accordingly, .the'combined ratio significantly improved from 165.4% in

. 2003 to 67.6% in 2004,

In addition to the pro rata share of the underwriting result of the Facility Association as noted

~ above, our perspnal'insurance operations acts as one of the servicing carriers for the Facility
Assaociation and receives fees to offset expenses of administering policies on behalf of the
Faoility Association. The expenses of administering these policies are included in the loss
adjustment and general expenses of our personal insurance operations. These fees increased
by $27.1 million to $69.6 million in 2004 compared to 2003 due to increased premiums
processed and a change in methodology by the association, which accelerated the payment of
fees

Underwriting income {loss) from personal insurance in. 2004 was $339.2 million, an
improvement of $374.8 million compared to a loss of $35.5 million in 2003. This improvement
. was attributable to a decrease in the claims ratio to 58.7% in 2004 from 73. 4% in 2003 due to
; improved claim costs which benefit from reduced frequency.

' Underwriting income from commercial insurance in 2004 was $130.8 million, an increase of
$43.5 million compared to $87.2 million in 2003. This increase was primarily duetoan
improvement in the claims ratio to 51.9% in 2004 from 57.7% in 2003, which was largely
attributable to an increase in rates on eared premium and favourable claim frequency.

' The table below sets out a breakdown of our expenses for our P&C subsidiaries based on
claims and loss adjustment expenses, commissions, premium taxes and general expenses.

Years Ended December 31

2004 2003 2002
(in $ millions)

Claims and loss adjustment expenses o $1,9055 $1,8808 $1,7256
Commissions ' ' 6125 4823 354.1
" Premium taxes 116.8 103.3 839
General expenses . 259.7 2428 2008
'fotal $2.894.5 $2709.2. $2.3644
Claims ratio A - 566%  68.1%  73.8%
Commissions ratio ' - 182%  17.5% 15.1%
Premium taxes ratio 3.5% 3.7% 36%
General expenses ratio - 7.7% 8.8% 8.6%
Combined Ratio 8.6!0"@ 98,1% 101.2%
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- Our-claims ratio of 56.6% in 2004 was a significant improvement over the claims ratio of -

68.1% for 2003. The frequency of claims in 2004 decreased substantially compared to 2003.

" Our personal automobile business experienced the most significant improvement with its
¢ claims ratio decreasing to 59.8% in 2004 compared to 80.4% in 2003.

For our P&C insurance operations, claims and loss adjustment expenses increased by
$24.7 million, or 1.3%, to $1,905.5 million in 2004 compared to $1,880.8 million in 2003.°

. The majority of expenses, $2,894.5 million or 99.4% of the total expenses of $2,913.4» million

for the year ended December 31, 2004, were part of our P&C insurance operations with the
remainder comprising our P&C insurance brokers, investment operations, mutual funds and
non-recurring charges related to a 2001 portfolio purchase. For the year ended December 31,

2003, $2,709.2 mitlion or 97.6% of the.total expenses of $2,775.8 million were part of the P&C
insurance operations.

Our expense ratio decreased to 29.4% for 2004 compared to 30.0% for2003 duetoa
decrease of 1.1% in the general expense ratio and decreases of 0.2% in the premium taxes
ratio offset by a 0.7% increase in the commission ratio. : '

Commissions increased by $130.2 million, or 27.0%, to $612.5 million in 2004 compared to
$482.3 million in 2003 as net premiums earned grew by 21.9% with a corresponding increase
in commissions. In addition, our Facility Association business, decreased by 50.1% in 2004
compared to 2003. The remainder of the increase reflects higher profit sharing commissions of
$127.2 million for 2004 compared to $69.9 million for 2003 as aresult of the posntlve
underwriting performance of all businesses.

Premium taxes increased $13.5 million, or 13.1%, to $116.8 million in 2004 compared to
$103.3 million in 2003 'due to the increase in net premiums earned during the period. '

The general expense ratio fo net earned premium decreased by 1.1 percentage points to 7.7%
for 2004 compared to 8.8% in 2003. In absolute terms general expenses increased by
$16.9 million, or 6.9%, to $259.7 million in 2004 compared to $242.8 million in 2003.

For‘our non-P&C insurance operations, losses from corporate and other were lower in 2004

" than 2003 due mainly to a reduction in expenses related to a 2001 portfolio purchase which

totalled $4.3 million in 2004 {2003 — $41.8 million) and consisted of commission expenses of
$4.3 million for 2004 (2003 —$25.8 million) and general expenses of nil for 2004 (2003 —-
$16.0 million).

General expenses of our non-P&C insurance operations other than a 2001 portfolio purchase
for 2004 were lower by $5.7 million due to lower expenses in our P&C insurance brokers and -
mutual funds. :
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Incomse Taxes

Income taxes expenses for 2004 was $231.6 million compared to $76.5 million for 2003. This
increase was primarily due to higher pre-tax income as a result of increased underwriting
profits for the P&C insurance subsidiaries. The significant difference between the statutory rate
and the effective rate came from non-taxable investment income, which lowered the tax
expense by $42.3 million (2003 — $32.2 million). Although the amount of non-taxable
investment income remained substantially the same between 2003 and 2004, the percentage
impact of these non-taxable items on the effective tax rate is lower in 2004 because of higher
overall underwriting income. Amounts of taxes related to non-deductible expenses and losses
for which no tax recovery was recognized has a relatively significant impact on the effective
rate in 2003, but did not materially impact the effective rate in 2004 for the same reasons.
Note 5 to accompanying consolidated financial statements summarizes the income tax rate
reconciliation.

S'ummary of Quarterly Resulits

| 2004 2003 -
@4 @3 @ Q@ Q@ @ Q@ af
Direct Premium Written ' $883.0 $921.6 $10434 $727.8 $8516 $9187 $990.2 $683.3
Total Revenues 1,004.7 919.7 ~ 8007 9558 808.0 7776 735.3 694.5
Underwtiting Income {loss) 118.4 133.7 174.5 43.4 {13.3) 444 446 (24.0)

Income (loss) before income taxes 229.7 2171 2386 1704 478 954 85.6 (1.9)

Net Income | 1731 1636 1724 1154 247 667 582
Earnings per Share (in dollaré) : c
~ Basic ' 1.69 1.75 184 123 0.26 0.71 0.62 0.01
Diluted . 1.67 1.75 1.84 123 0.26 0.71 062 0.01
Eamings per adjusteds hare (1) (in
dollars} ' B .
) Béslc Pro Forma . 1.35 1.27 1.34 0.90 0.19 0.52 0.45

Diluted Pro Forma 1.28 1.22 1.29 0.86 0.18 0.50 044

Note (1) Financial information included in earnings per adjusted share may not be derived from the Company's
financial statements and may include non-GAAP financial measures that do not have any standardized meaning
prescribed by GAAP. They are therefore unlikely to be comparable to any similar measures presented by other
companies. To facilitate comparison between historical and future performance, basic and diluted earmings per
adjusted share is calculated as if the 128.5 million common shares outstanding after our reorganization and
completion of the IPO were outstanding at the beginning of each of the eight quarters, and as if 133.7 million
common shares, the difference being the shares issued in January 2005 as part of the over-alloiment granted to the
+ underwriters, had been outstanding during the past eight quarters. The calculation includes non-GAAP financia)
measures, and net income used for the pro forma eamings per adjusted share calculations has not been adjusted
for interest income and expense that would have been realized by the Company from investing the net proceeds of
the initia! public offering and reducing the debt outstanding. By adding the respective quarters, the basic and

0.01
0.01
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" diluted pro forma eamings per adjusted share for 2004 would have been $4. 86 and $4.67, respectlvely an increase

e

of 315.4% and 313.3% over §1.17 and $1.13 for.2003, respectlvaly . .

Net income for the fourth quarter of 2004 of $173.1 million was significantly better than the
$24.7 miflion for the comparative period in 2003. Direct written premiums were up $31.4
million or 3.7% in 2004 compared to 2003. The strong underwriting results experienced in the
first'nine months continued during the fourth quarter plus the addition of Allianz in December
added $10.1 million of net income and $59.8 million of direct premiums written and net eamed
premiums of $50.1 miltion. : :

On a segmented basis, both personal and commercial insurance revenues were higher in
2004 than 2003. Both benefited from the addition of Allianz in December as well as the
commutation of the quota share treaty increased the net premiums written and eamed
premiums for 2004. Income before income taxes increased significantly for personal
insurance while commercial insurance reported a pre-tax loss of $3.4 million compared to a
proﬁt of $28.5 million for 2003.

Corporate and other pre-tax income of $4.0 millon was a strong |mprovement over an $8 4
million 2003 loss.

Balance Sheet Analysis

Premiums and Other Receivables

Premiums written are either billed to brokers or directly to policyholders. Premium receivables
from brokers and policyholders were $163.8 million and $1,076.0 million, respeotwely as of
December 31, 2004 and $130.8 million and $820.1 million, respectlvely. for

December 31, 2003.

Other receivables consist of amounts due from the Facility Association and other pools, other
insurers and other which were $202.8 million, $137.3 million and $62.5 million, respectively, as
of December 31, 2004 and $139.0 million, $238.4 million and $19.2 million, respectively, as of
December 31, 2003. '

Investments
Cash and cash equivélents and investments increased by $2.4 billion or 60.5% to $6.4 billion

at December 31, 2004 compared to 2003. The Allianz acquisition added $1, 061 5 million and
the commutation of a quota share also added $665.0 million.
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The following table sets forth our césh'and invested assets as at December 31, 2004

; ' and 2003,
As at December 31, 2004 As at December 31, 2003
Book %ofBV  Fair BV %ofBV  Fair
Value Value , Value
(_“BV“] .‘— | . : -
' {in $ millions)
~ Cash and cash equivalents $357.2 56%  $357.2 §$1046 2.6% $104.6
Fixed income securities(1) 3,685.1 57.9% 3,7765 16604 41.9% 1,690.3
Commercial mortgages 787 1.2% - 83.3 113.1 2.8% 118.0
Preferred shares - ' 1,069.6 16.8% 1,136.3 1,0968 . 27.7% 1,152.1
Common shares(1) - 997.7 - 157% 10772 7824 19.7% 846.1
Other investments - 1793 - 28% 179.3 2089  53% 208.9

Total investments & cash $6.367.6 100.0% ) gs!sog.g- $3.966.2 100.g°é $4.120.0

|' ;. {1} Includes seed capital investment in affiliated mutual funds, carrying value as at December 31, 2004 — $155.0
. | _ million (December 31, 2003 -— $157.1 million). '

- Our investment objectives continue to be consistent with the information presented in the
prospectus. The weighted average quality ratings of our fixed income and preferred share
portfolics as at December 31, 2004 was "AA—" by S&P. Included in the fixed income and
preferred share portfolio at that date was approximately $352.9 million of securities with a
rating below investment grade or not rated. The average duration of our publicly traded fixed
income portfolio was 6.2 years on December 31, 2004. Our exposure to debt private
placements and secured commercial mortgages remains relatively minor.

Other investments consist of loans to brokers with carrying value of $156.3 million as of
December 31, 2004 (December 31, 2003 — $165.5 million), equity investments in brokers with .
carrying value of $13.4 miflion as of December 31, 2004 (December 31, 2003 — $14.3 million)
and other commercial loans with camrying value of $9.6 million as of December 31, 2004
(December 31, 2003 — $29.1 million). '

Claims Liabilities

Net loss reserves included in the consolidated balance sheet at December 31, 2004 increased by
57.5% ($1.3 billion) during 2004 to $3.5 billion. Excluding the effect of the net reserves of the
Allianz acquisition completed in 2004 ($680.5 million) and the Quota-Share in 2003 (- $527.9
million), loss reserves increased 2.9% ($81.5 million) during 2004. This was mainly the result of
direct earned premium growth being offset by improved frequency, automobile reforms and
K reduced assumed reserves from statutory automobile pools (e.g. Facility Association). Further,
. claims liabilities in Canada determined in accordance with accepted actuarial practice, take into




- account the time value of money and provisions for adverse deviation. Accordingly, changes in

these estimates that may be periodically necessary will affect the valuation of the net loss
reserves. Contributing to an increase in net loss reserves was the use of a lower discount rate

'(4 86% average in 2004, excluding Allianz; 5.35% in 2003). The provisions for adverse davratlon
. were set on a basis consistent with 2003.

The following table, which excludes Allianz, shows the development of the provisions for claims
reserve including loss adjustment expenses for the 10 most recent accident years, with the
estimated amount of each accident year development shown for the subsequent ten years. The
initial reserves set up at the end of the year are re-evaluated over time to determine their
redundancy or deficiency. This is based on actual payments in full or partial settlement of claims,

- as well as current estimates of the reserves required for claims still cpen or claims still unreported..

We have experienced favourable development for accident years 2003, 1998, 1997, 1996, 1995,
1994 and prior years, and unfavourable development for accident years 2002, 2001, 2000 and
1999. In those years in which unfavourable development occurred, the overall P&C insurance
industry had similar adverse development caused by unexpected change in claim pattems, in .
particular relating to automobile insurance in Ontario. The development of all prior accident years
during 2004 has been favourable by $70.5 million (3.1%) with every accident year being

favourable except for 1999 and 1994 and prior years. This came entirely from automobile,

including the automobile pools which also developed favourably, partly offset by adverse
development on commercial general liability generated by increased reserves on a few large
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Historical Loss Reserve Deva!opmeht )
Accident Year -

2003 2002 2001 2000 1590 1998 1097 w06 . 1995 1994 and
. . prior
, Resarve Originally Estimated B14.5 7118 655.3 807.7 557.2 531.2 547.2 4834 4502 . 9483
I Researve re-estimated as of ]
One Year Latar - 7500 | 7218 716.8 607.7 5507 - 507.8 429 447.3 4106 520.0
Two Year Leter : a 724 730.8 845.4 578.1 508.9 407.1 4415 3823 852.1
Tivoe Yesr Uater - 728.6 644.2 607.4 504.2 4215 4452 3917 895.0
Four Year Later 6574 8130 518.8 19 4354 106.2 9235
" Five Yoar Later : - Bl4d 5201 4209 4338 3927 501.9
Six Yaar Later ) . 17 428.3 4320 383.9 884.7
-Sevan Year Later ' o ' 4248 4“7 3883 ° 8152
" Eight Ysar Later ' , a4 3928 a3
Nine Year Later ' ' ’ . 3are 881.7
Ten Year Later . : ’ : ’ 8951
I Cumulative defickncy {84.9) 9.5 742 " age 51.3 (A (1226) (75.0) ®24) | (54.9)
7 (redundancy) !
o CB0%) 13%  1M3% B2%  103%  (28%) (224%) (160%) (13.9%) (5.7 %)
- Develapment during 2004 {64.9) ©.2) (1.0) (6.8) 15 (2.6) (.7 (35 - (48 135

(B.0%)  (00%)  (0.2%  (11%) 03% (05%)  (0.3%  (0.7T%)  (L1%) 1.4%

" At the time of the acquisition of Allianz and Trafalgar, the acquired net loss reserves were
adjusted to bring them on a consistent basis with the other insurance subsidiaries of the
Company following a number of internal and independent reviews. The recorded adjustments
were in the magnitude of $70 million (approximately $50 million of losses incurred but not

* reported, $10 million of unallocated loss adjustment expenses and $10 million of provision for

. adverse development). Also, a new quota share reinsurance treaty was put in place with

- Allianz Global Risk Riickversicherungs-AG to cede the run-off of the business that has not
been acquired by the Company. This quota share is expected to remain in place until a
transfer and assumption of that business which is expected to receive regulatory approval in -
the first half of 2005.

Reinsurance

" Qur primary reinsurer is ING Re (which is not licensed in Canada) representing 3.9% and’
B4.1% of our reinsurers' share of policy liabilities as at December 31, 2004 and 2003,
respectively, The decrease in 2004 was due to the commutation of the quota share treaty
related to the 2001 portfolio purchase. As part of the Allianz transaction relating to the AGR
Business, there are assumed and ceded policy liabilities of $13.0 million and $447.0 million
respectively. These liabilities will be transferred to the Canadian branch of AGR in 2005 when
regulatory approval is obtained. In addition, we have reinsurance treaties with several
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unaffiliated reinsurers, all of whom meet our financial strength rating requirements, which are
described below. Excluding our affiliated reinsurer, ING Re and the AGR business, each of our

third party reinsurers has immaterial amounts of reinsurance payable to us.

In 2004, for multi-risk events or catastrophes, our retention is $5.0 million with a reinsurance

coverage limit of $1.2 billion. For 2004, we have also retained 10% of the exposure from

$12.5 million to $600.0 million. For 2005 we have increased our retention to $17.5 million with
a limit of $1.2 billion with 10% retention from $25.0 million to $600.0 million.

In accordance with industry practice, our reinsurance recoverables with licensed Canadian
reinsurers are generally unsecured, because Canadian regulations require these reinsurers to
maintain minimum asset and capital balances in Canada to meet their Canadian obligations.
However, policy liabilities rank in priority to any subordinate creditors a reinsurer may have.’
For reinsurance recoverables with non-licensed reinsurers, we maintain security against
reinsurance recoverables in the form of cash, letters of credit and/or assets held in trust

©accounts. At December 31, 2004, we were the assigned beneficiary of such trust accounts
. totalling $458.7 million (December 31, 2003 — $923.9 million) in guarantees from unlicensed

reinsurers. These amounts included $56.2 million as at December 31, 2004 (December 31,

2003 — $922.6 million) from an affiliated reinsurer. Trust accounts were held in support of

policy Iiabilities of $349.5 miillion as at December 31, 2004 (December 31, 2003 —

:  $761.3 million) and can be accessed if these reinsurers are unable to meet their obligations.

. The majority of the change in the trust accounts amount from December 31, 2003 to

» December 31, 2004 relates to the commutation of the reinsurance arrangements relatedtoa
* 2001 portfolio purchase and AGR business. '

Critical Accounting Estimates and Assumptions

Ouwr critical accounting estimates and assumptiohs were disclosed in our prospé'ctus on pages

67 to 69. There are no new critical accounting estimates or assumptions to disclose beyond
. those included in our prospectus. These estimates and assumptions principally relate to the

establishment of reserves for claims and expenses, impaiments of investment securities,

. amounts recoverable from our reinsurers, goodwill, income taxes and.certain other assets. As’

more information becomes known, these estimates and assumptions may be updated for new
information and therefore could change and impact future results.

Changes in Accounting Policies including initial Adoption

As disclosed in our unaudited interim consolidated financial statements included in our
prospectus on pages F11 to F18, the Company adopted effective January 1, 20%on a
prospective basis the recommendations of The Canadian Institute of Chartered Accountants
(“CICA™) Emerging Issues Committee relating to derivatives (EIC-128). This change does not -
have any significant effect on our financial statements. :




+ Liquidity and Capital Resources

Both our liquidity and our capital base remain strong. Net cash provided from operations was
$1,386.9 million in 2004 and $572.0 million in 2003. In addition we have an uncommitted
revolving facility with a Canadian chartered bank of $50 million, none of which was drawn at
December 31, 2004 or at the date of preparation of this document. We are not currently

. planning to make any significant capltal expendltures

During 2004, we repaid a$22.0 million credit facility with a Canadian chartered bank which
was fully drawn and a $75.0 million loan from an affiliate. The completion of the IPO described .
previously strengthened our capital base and provided resources to repay debt, including a
$200 million bridge loan used to acquire Allianz. In addition, the preferred shares in the
amount of $259.1 million held by ING Insurance Interational B.V. were redeemed for a note
payable which had a outstanding balance of $129.2 million at December 31, 2004. This note
was repaid in January 2005 from the proceeds of the over-allotment option reducing our debt
outstanding to $127.0 million. See Note 8 of the accompanying consolldated fi nanc:al
statements.

As at December 31, 2004 the Company is adequately capitalized to support the growth in-

. premium volume of our insurance subsidiaries. Our insurance subsidiaries have capitat of -

$442.3 million in excess of the minimum supervisory target of 150% as calculated under the
Minimum Capital Test at December 31, 2004 compared to $315.6 million at December 31,

. 2003. Based on the dividend restrictions imposed by applicable insurance laws, subject to

MCT limitations the total amount of dividends available for payment from our subsidiaries
during 2005 is $528.1 million plus any 2005 savings.

The Board of Directors of the Company has declared a quarterly cash dividend of 16.25 cents
per common share (for a total payout of $21.7 million) payable on March 31, 2005 to
shareholders of record on March 21, 2005. This dlwdend represents 2. 5% of the IPO share
price on an annualized basis.

Transactions with Related Parties

We entered into transactions with related parties. These transactions consist principally of

-+ management and advisory services rendered by ING Groep and affiliated companies,

+ reinsurance by an affiliated company and financing by ING Groep. We also render advisory

and administrative services to our affiliated companies. These transactions are carried out in -

; the normal course of operations. Accordingly, they are measured at cost, which approximates

fair value. See “Relationship with ING Groep” and “Interest of Management and Others in
Material Transactions” as presented in our prospectus.
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_" * UNAUDITED INTERIM CONSOLIDATED FINANCIAL STATEMENTS

AS AT DECEMBER 31, 2004 AND 2003

'UNAUDITED INTERIM CONSOLIDATED BALANCE SHEETS

December 39

" December 31
{All amounts in thousands of dollars) 2004 . Mj_
ASSETS
Cash and cash equivalents $ 357,213 $ 104,659
Investments (Note2) 6,010,405 3,661,546
Accrued investment income 43,266 24672
Premium and other receivables 1,642,362 1,447,590 -
Reinsurers’ share of unpaid claims and adjustment expenses (Note 4) 687,201 696,123
Reinsurers’ share of unearned premiums (Note 4) ' 78,199 206,649
Deferred acquisition costs 380,688 324,860
income taxes receivable 2,591 <.
Cther asseats 127,543 111,435
Long-term investments (Note 6) 48,108 48,517
Future income taxes ' 148,488 36,372
Intangible assets 36;944 -
Goodwill 91,116 . 44,362
$9,663,124 $6,906,785
LIABILITIES
Payables and other liabilities . $ 669,604 $ 442,195
Due to affiliated companies 3,025 19,054
Income taxes payable 100,913 65,335
Unpaid claims and adjustment expenses (Note 4) 4,222 961 2,941,978
Uneamed premiums (Note 4) 2,340,997 1,914,342
Uneamed reinsurance commissions 9,785 51,727
Debt outstanding (Note 8} 256,230 483,082
$7.603,515 $5.917,713
SHAREHOLDERS' EQUITY
Share capltal {Note 9) $1,052,290 $ 605,905
Contributed surplus 83,336 83,336
Retained eamings 923,983 299,831
$2,050,609 $ 989,072
$9,663,124 $6,906,785
See accompanying notes
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UNAUDITED INTERIM CONSOLIDATED STATEMENTS OF INCOME

$0.26

' {All amounts in thousands of doliars except for per  Three months ended Years ended
share amounts ) December 31 December 31
' ) 2004 2003 2004 2003
Direct premiums written $ 883,010 $ 851,570 $3,575,900 $3,443,765
Net premiums written 866,839 731,145 3,608,990 2,966,600
REVENUE
Net premiums samed 888,215 731,854 3,364,563 2,760,897
Investment income 75,251 57,273 267,000 213,973
" Realized investment and other gains ‘ 36,332 16,300 132,418 32,134
~ Commission and advisory fees 4919 2,589 16,905 8,355
i ) _ .
i $1.004,717 . 808,016 $3,780,886 $3,015,359
N V - ’
: f
. EXPENSES
- Claims and loss adjustment expenses 498,142 536,421 1,905,545 1,880,825
;' Commissions | 170,583 '116,800 614,379 510,174
v Premium taxes 30,633 31,079 116,794 103,261
i:' General expenses 72,516 72,897 276,681 - 281,584
$ 771,874 $ 757,197 - $2.913,399 $2,775,844
Interest on debt outstanding 3,108 3,046 11,715 12,550 .
: INCOME BEFORE INCOME TAXES 229,735 47,773 855,772 226,855
f‘f Income taxes (Note5) 56,662 23,040 231,620 76,478 _ .
NET INCOME $ 173,073 $ 24733 $ 624,152 $ 150,487
Earnings per share (Noﬁ 10)
. Basic ’ $1.69 $0.26 $6.51 $1.61
* Diluted $1.67 $6.49 $1.61

See accompanying notes
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" UNAUDITED INTERIM CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY .
- o C December31. December 31
(All amounts in thousands of dollars) 2004 ,2003
Common shares
Bal@noe. beginning of year $ 605,905 . $ 605,905,
Capital issued (Notes 1 and 8) 906,880 . -
Reduction of capital (Notes 1 and 9) (428,684) . -
Share Issuance costs, net of incorne taxes (31,811) - -
Balance, end of year 1,062,290 - 605,905
Contributed surplus
Balance, beginning and end of year 83,336 83,336
Retalned earnings
Balance, beginning of year 299,831 _ 149,344 -
Net income 624,152 150,487
Balance, end of year $ 923,983 $ 299,831
$2,059,609 $ 89072

TOTAL SHAREHOLDERS' EQUITY

See éooompanying notes




UNAUDITED INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS _ -

. _ Three months ended Years ended
{All amounts in thousands of dollars} December 31 December 31
| _ ‘ . 2004 2003 2004 2003
OPERATING ACTIVITIES
Net income . ' ‘ $ 173073 $ 24733 $ 624152 § 150,487
Adjustments todetermine cash provided by operating activities :
¥ Amlortization of property and equipment 3,582 4,114 12,685 14,332
: Amortization of intangible assets . 305 - 305 -
Amortization of premiums and discounis on fixed income )
securities o 4,873 9,967 19,224 19,318
Net income from long-term investments’ ) (2,687) ‘ {2,257) (8,0898) (3,528) °
Realized investment and other gains (36,332) (16,300) (132,418) (32,138) -
Deferred acquisition costs, net 3,405 " {299) (64,571) (32,093)
Future income taxes, net : - : (49,943) (2,892) (38,135} (4,330)
Unpald claims and adjustment expenses, net . {21,087) . ‘80.548 . 573,537 234,644
"Unearned premiums, net ' {58,757) (715) 244427 205,711

‘ Non-controlling Interest - (16) - -

: _Changes in other operating assets and fiabilities . 84,405 107,011 155,756 19,598
Cash'providad by operating activities - 100,857 203894 $1386864 § 572,005
INVESTING ACTIVITIES
Proceeds from sale of investments X " 3,161,027 1,799,163 10,743,137 7,270,313
Purchase of investments - 7 (3.028,484) (2,029,948} (11,721,330} (7,819,208) -
Purchase of property and equipment, net ~ (7.589) (48) (14,215) {8,024)
Proceeds from sale of long-term Investments and assets held for resale, (18,384) 3,3 6,615 . 40,833
net: ‘

Net cash used in the acquisition of Allianz {359,312) - (359,312} -
-
Cash used in investing activities $ (252,742) $ (227,442) $(1,345,105) $ (516,084)

(I
|
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FINANCING ACTIVITIES

Dividends recelived . 5,674 1,589 7,795 4,085

Debt| repaym ent’ . {204,852) ~ (19,400) (226,852) {19,400)
Proceeds from capital issuance ' ' 906,880 - - - 906,880 . -
Share issuance costs _ . . _ (48,344) - (48,349) A -
Reducﬂon of capital . ' ' {428,684) - {428,684) -
Cash provided by {(used in) financing activities $ 230674 § {(17.811) § 210,795 § (15315
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 78,789 (41,359) $§ 252,554 $ 40,606
CASH AN‘D CASH EQUIVALEN;I'S, BEGINNING OF YEAR - 278,424 1-48,015 . 104,659 64,053

CASH AND CASH EQUIVALENTS, END OF YEAR $ 357,213 $104659 § 357213 § 104650 -

- SUPPLEMENTAL CASH FLOW INFORMATION : _ : )
Income taxes paid (recovered) : $ 125752  § (9,534) $§ 243,781 $ (15,916)
Interest paid on debt outstanding § 2,016 799 13,432 11,769

See accompanying notes
; 1. Basis of presentation
These interim consolidated financial statements have been prepared in accordance with
Canadian generally accepted accounting principles (“GAAP”), using the same accounting
policies as were used for the Company's consalidated financial statements for the year
- ended December 31, 2003 as disclosed on pages F-25 to F-27 in our prospectus filed on
-+ .December 9, 2004, except as follows. The Company adopted effective January 1, 2004
' on a prospective basis the recommendations of The Canadian Institute of Chartered
» ' Accountants (“CICA") Emerging Issues Committee relating to derivatives (EIC-128). This
‘change does not have any significant effect. These financial statements do not conform
in all respects with disclosures required for annual financial statements and should be
read in conjunction with the foregoing Company’s audited consolidated financial
statements for the year ended December 31, 2003 in our prospectus. The preparation of
financial statements in accordance with Canadian GAAP requires management to make
assumptions and estimates that affect the reported amounts of assets and liabilities at
the date of the consolidated financial statements, the reported amounts of revenue and
expenses for the year, as well as the disclosure of contingent assets and liabilities at the
date of the consolidated financial statements. These estimates are subject to
uncertainty. Changes in estimates are recorded in the accountlng period in which they
are determined.
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ING Canada Inc. {the “Company") was incorporated under the Canada Business
“Corporations Act. The Company has investments in wholly-owned subsidiaries which -

operate principally in the Canadian property and casualty insurance market. The Company's
significant subsidiaries are ING Insurance Company of Canada, The Nordic Insurance
Company of Canada, ING Novex Insurance Company of Canada, Belair Insurance Company
Inc. and Equisure Financial Network Inc., as well as those subsidiaries acquired in 2004
being Allianz of Canada, Inc. (*Allianz") and its principal subsidiaries, Allianz Insurance
Company of Canada, Trafalgar Insurance Company of Canada and Canada Brokerllnk Inc.
(note 11).

The Company is the resulting corporation from the amalgamation on December 10, 2004 of
ING Canada Holdings Inc. and its former subsidiary ING Canada Inc. The amalgamation is
presented on a continuity of interest basis, as if the historical financial positions and
operating results of the amalgamating companies had always been amalgamated.
Immediately prior to the amalgamation, the share capital of ING Canada Holdings Inc. was
reduced and all of the previously issued and outstanding preferred shares were redeemed in

' exchange for promissory notes in the aggregate principal amount of $687,766.

. The Company completed an initial public offering on December 15, 2004, pursuant to the
. filing of a prospectus dated December 9, 2004. As a result of the offering, 34,880,000

common shares were issued at $26.00 per share for proceeds of $858,536, net of
underwriters’ fees and other expenses. Pursuant to the underwriters’ agreement for the
_prospectus, an over-allotment option was granted that was exercised subsequent to
December 31, 2004 for which 5,232,000 shares were issued and net proceeds were received
- of $129,230 (note 13). :

Subsequent to the closing of the offering, ING Groep both as a shareholder of common

. shares and the special share (Note 9) and a party to the.Co-Operation Agreement has

significant influence over the ongoing business and operation of the Company. The Co-

' Operation Agreement provides, among other things, that for so long as ING Groep holds

not less than one-third of the company's outstanding common shares, the Company may
not carry out certain corporate acts, including entering into business combinations with

“ unaffiliated third parties or making acquisitions or dispositions above certain monetary
- thresholds and change the dividend policy without the prior written approval of ING

Groep.

Investment information

)}

.Tables 2.1 and 2.2 reflect the Company's fixed income securities and preferred shares classified
by type of issuer and mvestment grade.




Table 2.1 2004
Book Fair Gross Gross
e value __valus unrealized gains unreslized losses
" Fixed income securttas (s) $3,685,000 $3,776,547 . § 93,533 $ 2,087
: Investment grade '
. Govemment and govemment guarantsed 1,781,377 1,840,483 _ . -
; Corporats ' ' 1,187,348 1220831 - - ' -
: Asset-backed 523,381 531,900 - .
Below Investrment grade 182,965 183,233 '
i Mortgage loans ‘ . 78,689 83,287 4,588 ) ‘ B
! Preferred shares : 1,069,629 1,138,337 89,740 3,032
Investment grade 885,311 . 936,350 : - -
Balow investment grade 164,518 199,978 ° - .
i Common shares (b) 897,707 1,077,195 "90,622 1,134
f ' Other Investmants (c) 179,271 179211 . .
' $6,010,405 $6,252.837 $258.485 $16,253
! o f
' ~Table 22 2003
Book Fair " Gross Gross
it value value unrealized gains unrealizad iosses
. . Fixed Incoms securities (a) $1,860,408 $1,600,317 $ 31,820 $ 1920
Investment grade . ' .
bt Govemment and government guaranteed 960,680 074,041 . . -
. Corporata 430081 441,635 . .
Asset -backed 217,125 221,07t T -
0 ' Below Investment grade 52,522 - 52,770 - . .-
H. h Mortgage loans 113,052 117,049 4,897 ’ .
o . Preferred shares " 1,006,835 1,152,060 : . 59,423 4,188
i Investmant grade 911,051 845,443 -
' Below investment grade 185784 203,617 : . .
; _Common shares (b) - 782,389 846,137 75177 T 11,400
. P .« Other Investments (c) 208,882 208,882 L. . -
' $3,861,548 $4,015,345 $171,326 srsar

) . {a) Fixed income securities include private placements and fixed income units of ING Funds. The book value of
! the private placements was $38,764 at December 31, 2004 (2003 - $45,240). The book value of the fixed
- .~ income unik was $16,318 at December 31, 2004 (2003- $16,318).
; (b} Common shares Include equity units of ING Funds. The book value of these units was 5138 730 at ‘
‘December 31, 2004 (2003 - $140,776). . . .
(c) Other investments include loans and strategic |nvestments. C

Impairments for the three months ended December 31, 2004 were $6,116 (2003 - $5,117)
and for the year ended December 31, 2004 were $86, 950 (2003 - $29 673)

[ Table 2.3 summarizes the Company s long and short positions under the market neutral
© strategy.

1




Table 23 : _ 2004 2003

H Book Fair . Book Falr
value value - - value valus
Long positions $41,266 $42,082 $24. 414 T $25883
: Short positions {38,035} (41,587) (25,893) (26,1 17)

: ' The Company provides collateral as security for funds received pursuant to the sale of
short securities. At December 31, 2004, the book value of the collateral was $39,641
(2003 - $25 057).

' 3. Derivative financial instruments information

' B Table 3.1 summarizes the derivatives used by the Company, their notional amount and their -
- fair value. Positive fair values are recorded as other assets and negative fair values as
other liabilities. :

Co Table 31 . ‘ w4 2003

' s
! | ’ Notional Positive Negative.  Notional - Positive . Negative
. - ‘ _ amoumt  fairvelue  fairvalue emount fair value . fairvalue
. ; - y

Foraign sxchange risk . .
Forwands sokd _ 539680 5 - $33 $ 47889 s - s 2%

i - - .
: , Forwards bought 540 - - 2,759 14 C-
L Cash flow risk ,
:f Interest rate swap : - B - 75,000 . +.086
’ . Foreign exchange swaps 14,872 2,408 - 18,585 : 1,208 -
J i
|

$656,102 $2.408 $39 §$144,633 ’ $1,220 $1,332

- Table 3.2 provides a summary of the remaining terms to maturity of the derivatives.

Table32 o 2004 } 2003

Term to maturity {notional amount) Temm to maturity (notional amount)
Oneysaror  Oneyearlo Ovaerfive One year or One yaarto Cwverfive
) less five years ' years leas " fiva years ' years
L "+ Forwands $40,220 $ - § - $ 50,648 1 - $ -
Interest rate swap . - - - 75,000 ) . ..
. ._Foreign exchange swaps . 6,468 ) B,504 ) 972 4,320 13,693
. o $40,220 36,468 $8,504 $126,620 54,320 $13,693




L\

" 4, Policy liabilities

Provisions for poticy liabilities are established to refiect the estimate of the full amount
of all liabilities associated with the insurance policies at the consolidated balance sheet
dates, including claims incurred but not reported. The ultimate cost of these liabilities

will vary from the best estimate made for-a variety of reasons, including additional
information with respect to the facts and circumstances of the claims incurred.

Provision for unpaid claims and adjustment expenses

Table 4.1 . : 2004 2003
Direct Assumed " Ceded - Direct " Assumed Ceded
Auto : Eabity . 51,850,330 $ - § 77.039 $1.376,562 - $290,154
' Auto : personal accident 770,297 - 32,153 622,975 ) - 173,461
Aulto ; other 101,582 . 161 103,614 - - 75385
Property 610,309 N K2 A 314,450 295225 - 75,050 © -
Liability ) 818,824 763 189,007 535,691 - 80,606
Other . 58,602 10,337 - 64,391 7,014 - © 1,467
; ‘ | -
$4,210,034 $12,027 $687 201 $2,041,978 - $696,123

The provision for unpaid claims and adjustment expenses is first determined on a case-by-case
basis as claims are reported and then reassessed, as additional information becomes known.

It incorporates-an additional provision to account for the future development of these claims
including claims incurred but not reported. In estimating the provision for unpaid claims and

adjustment expenses, standard actuarial techniques are used. These techniques are based on

historical loss development factors and payment patterns. They require the use of assumptions
such as loss and payment development factors, future rates of claim frequency, future rates of
claim severity, inflation, reinsurance recoveries, expenses, changes in the legal environment,
changes in the regulatory environment and other matters, taking into consideration the
circumstances of the Company and the nature of the insurance policies.

The provision for unpaid claims and adjustment expenses is reduced by $359,948 (2003 -
$229,841) on a net basis to take into account the time value of money using a rate of 4.80%
{2003 - 5.35%) on underlying claim settlement patterns. It also includes a provision for _
adverse deviation, as required by Canadian accepted actuarial practice. The aggregate impact
of the provision for adverse deviation is to increase the provision for unpaid claims and
adjustment expenses on a net basis by $410,634 (2003 - $235,768). The Company considers
that the fair value of unpaid claims and adjustment ‘expenses approximates their book value.
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Provision for unearned premiums

Table 42 2004 2003
Direct Assumed Ceoded Diract Assumed Cedad
Auto : kabilty § 620,387 $ 50 $ 3,108 $ 510,620 - $ 63,674
Auls : personal accident 188,619 - 865 181,837 - 35528
Auto : other X 547,938 - 008 461,776 - 44,396
Pruperty . 764,420 3,259 40,0689 608,261 - 48,727
s Liabiity 167.253 2,304 14,838 - 128,301 - 5147
Othar 38,388 251 18,581 23,517 - 7.878
| $2,335.043 $5.954 §78,150 $1.914.342 - $206 649

. 5. Income taxes

The provision for unearned premiums is calculated on a pro rata basis, from the unexpired -

. portion of the premiums written and is validated through standard actuarial techniques to

" ensure that it is sufficient to cover the estimated future costs of servicing these policies and

' related claims. In estimating these future costs, the Company uses discounting techniques

(- and adds a provision for adverse deviation to the discounted amount. There was no
‘ premium deficiency at the consolidated balance sheet dates. The Company considers that

the fair value of uneamed premiums approxlmates their book value.

Income tax expense differs from the amount that would be computed by applylng the federal

. and provincial statutory rates to consolidated income before taxes for the following reasons :

Years snded’

i Thf'. months anded
| Tabe 5.1 Decamber 31 Dacember 31
‘ 2004 2003 2004 2003
| . income tax expense caiculated at siatutory rales 4w B.4% 34.3% a5.2%
' Increase (decrease) resutting from :
Non-taxable dividends 4% 228/% (3.8/% (14.2)%
Tax on large corporations - 21% - 1.8%
) Non-doductible accounting write-down 2% (547% - 13%
{Recovary) beneflt of losses not recarded A 18.2% . - 35%
Non-laxable portion of capital gains (0.9)% 0.0% (1.1)%
Non-deductible expenses {1.6% 14.4% 0.7% 4.8%
Valumtion aliowance 14.0% . 28%
Otner (nat) ' {1.51% (8.9)% - {3.00% (2.00%
24.7T% 27.1%

' Income tax exgnu

48.2%

A1.7%
e
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Long-term investments

The Company disposed of its investment in IPC Financial Network Inc. in May 2004 for
proceeds of approximately $26,700 for an after-tax gain of $19,900.

Pension plan mformation

The Company recorded a pension beneﬁt of $407 for the three months ended December
31, 2004 (2003 - $1,143) and $1,623 for the year ended December 31, 2004 (2003 -
$4,667). .

‘Debt outstanding

Table 8.1 summarizes the Company's loans and lines of credit.

' Table 8.1
Issuer ) Maturity . Rate 2004 S L2008
ING Verzekeringen, N.V. August 27, 2008 8.27% $127,000 $127,000
ING Vérzekeringen, N.V. " @  LIBOR+8Bp. - 75,000
ING insurance intemational, N.V. ' b) _ - . 269,082
ING insurance mmﬁonu'; NV, (c} - 129,230

" Royal Bank of Canada ' o () . - 2000
Royal Bank of Canada ) {e) . - -

(a) Renewable for successive periods of three months for an undetermined period of time, but at least until’

) January 23, 2006.

(b) The 25,908,200 preferred shares were redeemed at their book value prior to the amalgamation in
consideration of a non-interest bearing promissory note. These preferred shares were presented as a
liability, as they were redeemable at the option of the holder.

{¢) - Non-interest bearing promissory note, representing the outstanding balance arising from the redemption of

! preferred shares. The note was fully repaid in January 2005, following the exercise of the over-allotment

' option granted to the underwriters as a resuit of the initial public offering (note 13).

{d) Revolving credit facility with renewal for successive periods of three months until January 23, 2006. The

: revolving facility was repaid in full and cancelied during 2004,

‘(&) Uncommitted fevolving credit facility in the amount of $50,000, which may be drawn as pnmary ioans at
the prime rate or as bankers’ acceptances at the bankers’ acceptance rate.

~

Share capital

| Prior to the amalgamation (note 1), the Company’s share capital for the existing 141,569

common shares was reduced by an amount of $428,684.

‘As a result of the amalgamation, the Company's share capital consisted of the following :




. (i) Anunlimited amount of shares of one class designated as common shares of which
i 93,620,000 were issued as a result of the conversion of the 141,569 common shares;
|| ? (i) An unlimited number of a second class designated as Class “A” shares, and;
Sl L (i) One share of a third class designated as the Special Share which is convertible into
: one common share. The beneficial owner of the special share, is entitled to nominate
- and elect a certain number of directors to the board and appoint the chief executive
P officer as determined by the number of common shares that the holder of the special
share benefi cua||y owns.

Upon the closing of the initial publnc offenng, 34,880,000 common shares were |ssued ata
price of $26.00 per share. -

Table 9.1 summarizes the Company's share capital.

' : Table 9.1 ' 2004 - 2003
} ' Issued and , tssued and _
\ : Authorized outstanding Amount Authorized outstanding Amount
o Classes of shares (shares) {shares) $ {shares) (shares) . s
Common Unlirl;\itad 128,500,000 $1,052,290 Uniimitad 141,569 $605,905
Class A ' Uniimitad - - na . nfa _nia
Special ’ o One 1 - ‘ n/a nia nia
» ‘ $1,052,260 $605,905
10. Earnings per share - : \
. Three months endsd ) Years anded
Table 1011 December 31 : December 31
2004 2003 2004 2003
Basic earnings per thare
Net income available to common shareholders §173.073 $24.733 $624,152 . $150,487
Average number of common shares (in thousands) 102,340 - §3620 - 65,818 63,620
", - : .
Baslc earnings per share - ) . $1.69 $0.26 $6.51 " $1.81
" Dlluted eamings per share
: Net income available to comman sharshoiers ‘ $173073 $24,733 $624,152 $150,487
[} o N
. ! Net interest income on proceeds of over-allotment option 114 - 114
Adjusted net income available to common shareholders $173,187 $24,733 $824,268 $150,487
Average number of common shares {in thousands) X 102,340 93,620 95,818 93,820
Common shares grantad in over-aliotmert @ {in thousands) 1,208 - - 230 -
Ave-mge nuember of diluted common shares - ) 103,648 93,620 06,148 83,620
i L Dlluted earnings per share $1.67 $0.26 $6.49 $1.64

(1) For comparative purposes, the number of common shares in 2003 reflects the reorganization of capital which
ocourred in 2004 (Note 9).
{2) Note 13.

el




11. Acquisitions

Acquisition of Allianz

The Company entered into a share and loan purchase agreement dated October 7, 2004 with
Allianz AG and Allianz of America Inc. to acquire most of Allianz' operations in Canada as
described below. The transaction was effective November 30, 2004 and was completed

3 ~ December 8, 2004. The results of Allianz for the month of December 2004 have been

L included in the Company's consolidated statements of income for the three months and the

year ended December 31,,2004. Pursuant to the purchase agreement :

i) . The Company éoquired all of the issued and outstanding shares of Allianz.
i) The Company purchased a certain debt of Allianz of $91,000.

iii) The Company completed the transaction for cash consideration of $279,000 for the
shares of Allianz. The purchase price was funded by existing investments and a bridge
loan from a Canadian chartered bank. The bridge loan was repaid in full following the
initial public offering.

iv) A series of restructuring transactions (the “Restructuring”) requiring Allianz to transfer a
portion of its business (the *AGR Business”) to the Canadian branch of Allianz Global
Risks US Insurance Company (“AGR") will be completed in 2005. Until regulatory -
approval is obtained for the Restructuring the AGR Business is subject to a quota share
. agreement with Allianz Global Risks Riickversicherungs AG. Consequently, the AGR
" Business has no net impact on the consolidated statements of income of the Company.

" Table 11.1 presents the allocation of the purchase price.

Table 11.1

. Purchase equation . ) _

: Purchase prica _ $370,000
|ess: Cash consideration for loan purchased ) {91,062)
Cash consideration for shares . 278,938
Add: Transaction costs : 4,500
Net balance sheet assets acquired . ' 283,438
Less: Fair value of net tangible assets acquired (199435 |

Excess $ B4.003

Fair value of the net tangible assets . o
Book value of Alianz $328,2%

Less: Fair value adjustments . ) . (127043
Less: Integration costs ™. (34,518)
Add: Future income taxes on the foregoing - . 32,740
Fair vatue of net tangible assets acquired . $199,435

Allocation of axcess ‘ :
Intangible assets— customer lists and rights to offer renewal . $ 37,249

Goodwill . 45,754
Net intangible assets and goodwill $ 84 003
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Ii . ) |ntegration costs represent amounts to be incurred related to the integration of the operations of
! . Allianz over the next twelve to eighteen months and consist of provisions for involuntary

_ . ‘ employee terminations, redundant lease space, discontinuance of information systems and
regulatory policyholder notification requirements. ' '

‘Table 11.2 presents selected items of Allianz’ batance sheet at fair value at the date of

C acquisition, '
I ) :
Table 11.2
Cash and cash equivalents ' ' : ' $ 15188
Investments - . 1,061,513
Reinsurers’ share of unpaid claims and adjustment expenses : 505,188
Reinsurers’ share of uneamed premiums - ) 58,476
Deferred acquisition costs ’ 47,606
' : Goodwill and intangible assets® : 84,003
1 : Unpaid daims and adjustment expenses . (1,221,556)
Uneamed premiums ‘ : (369,154)
i .
: Total assets ’ T 2115432
; Total labiliies - _ . (1,831,994
' Shareholder's equity : , (283438)

™ Intangible assets are amortized on a straightine basis over fen years.
12. Segmehted information

The Company's core business activity is property and casualty insurance. Property -
and casualty operations include two manufacturing segments and the investment
segment. The manufacturing segments are persona! lines and commercial lines.
Classes in the personal lines segment include automobile and property. Classes in the
commercial lines segment encompass commercial property and liability, automobile,
surety, marine, as well as niche products that are targeted towards imited markets
requiring specialized underwriting and claim settlement. The effect of reinsurance is
_reflected in the revenue and results of the manufacturing segments. The investment
activities consist of managing the investment portfolio for the Company as a whole.
Investment income is shown net of investment expenses. Non property and casualty
segments include the corporate and other activities, as well as realized investment
gains. The corporate and other activities include miscellaneous sources of income
such as cemmissions and advisory fees and related expenses, the Company's share of
the net income from long-term investments and expenses related to non-recurring
items such as acquisitions whose effects are not allocated to any other segment.




Three months snded ' " Years anded

) Table 12.1 Decamber 3 Decamber 3
' 2004 2003 2004 2003
Revenues
Property and casuatty insurance ]
" Personal insurance to $ 622,143 $485,117 -~ $2.343,448 $1,828,682
Commercial insurance 26_6.072 246,737 1.021,115 . 932,215
" Investment ' 73,261 54,732 256,602 208,786
Total property and casl.;alty Insurance’ . 961,476 786,586 3,621,255 2,969,683
: . 6.909
Corporate and other 5,130 27,213 13,542
Realized investment and other gains 36,332 16,300 132,418 32,134
u Total revenues $1,004,717 - $808,016 $3,780,888 $3.015,359

v _Income before Income taxes

Property and casualty}'insurance . .
Personal insurance ' 121,735 (26,854) 339,228 (35,556}
- Commercial insurance (3,384) 13,513 130,802 87.241
, Investment 71,039 53,256 246,964 - 200,500
Total property and casualty Insurance 189,390 . 39,915 716.9§4 ’ 252,188
Corporate and other 4,013 {8.458) 6,360 (57,354)
Realized investment and other gains 36,332 16,300 132,418 32134
“Total income before taxes - 229,735 47,157 855,772 226,965
Assets )
Property and casualty insurance 9,230,609 6,731,359 . 9,230,609 6,731,359
_ Corporate and other 432,515 175,426 432515 175,426 -
" Total assets . $9,663,124 $6,906,785 $9,663,124 $6,906,785

Goodwill acquired during the period

Property and casualty insurance ' $ 35:525 - $ 35525 -
Corporate and other . 14,229 - 14,229 -
y Total goodwill acquired during the period $ 46,754 $ 46,754
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13, Subsequen.tevents

* Pursuant to the initial public offering, the underwriters were granted an over-allotment option to
purchase up to an additional 5,232,000 common shares at the offering price of $26.00 per

share within thirty days from the date of the closing of the offering. The option was exercised in
full in January 2005 for net proceeds of $129,230.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain of the statements contained herein about our current and future plans, expectations
and intentions, results, levels of activity, performance, goals or achievements or any other
future events or developments constitute forward looking statements. The words "may”, "will",
"would", "should", "could", "expects”, "plans”, "intends", "anticipates”, "believes”, "estimates”,
"predicts”, "likely” or "potential” or the negative or other variations of these words or other

. comparable words or phrases, are intended to identify forward looking statements. Forward

locking statements are based on estimates and assumptions made by us in light of our
experience and perception of historical trends, current conditions and expected future

. developments, as well as other factors that we believe are appropriate in the circumstances.

Many factors could cause our actual results, performance or achievements or future events or
developments to differ materially from those expressed or implied by the forward looking
statements, including, without limitation, the following factors: our ability to implement our
strategy or operate our business as we currently expect; our ability to accurately assess the
risks associated with the insurance policies that we write; adverse capital market
developments or other factors which may affect our investments; the cyclical nature of the .
P&C insurance industry; government regulations; litigation and regulatory actions; periodic -
negative publicity regarding the insurance industry; intense oompétition; our reliance on
brokers and third parties to sell our products; our ability to successfully pursue our acquisition
strategy; our ability to integrate the business of Allianz Canada; our ability to achieve cost

~ savings anticipated from the acquisition of Allianz Canada; uncertainties associated with our

acquisition of Allianz Canada; the substantial influence of ING Groep; our participation in the
Facility Association {a mandatory pooling arrangement among all industry participants);
terrorist attacks and ensuing events; the occurrence of catastrophic events; our ability to
maintain our financial strength ratings; our ability to alleviate risk through reinsurance; our
ability to successfully manage credit risk; our reliance on information technology and
telecommunications systems; our dependence on key employees; general economic, financial
and political conditions; our dependency on the results of operations of our subsidiaries; the
lack of a trading history of, and the current absence of a liquid market for, our common shares;
the volatility of the stock market and other factors affecting our share price; and future sales of
a substantial number of our common shares. These factors should be considered carefully,
and readers should not place undue reliance on our forward looking statements. We have no .
intention and undertake no obligation to update or revise any forward looking statements,
whether as a result of new information, future events or otherwise, except as required by law.” '

B



Press enquiries:
Gilles Gratton - Director, Corporate Communlcatlons Tel: 416-217-7206

‘Email: gllles gratton@ingcanada.com -
S _

Investor enquiries: , .
Brian Lynch - Investor Relations Consultant, Tel: 416-941-51 81

Email: brian, I!nch@lngcanada com
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NEWS RELEASE ]

Toronto, ON — May 12, 2005

i

. ING CANADA REPORTS FIRST QUARTER RESULTS

ING Canada Inc. (TSX: lIC.LV) reported net income of $158.5 million for the quarter ended March
31, 2005, up from $115.1 million in the same period of the preceding year. Revenue for the first

quarter also increased to $1 099 m|I||on up 15% from $956 million in the correspondlng quarter of
2004.

Basic and diluted earnings per share for the first quarter of 2005 amounted to $1.19 compared to
$1.23 for the corresponding period in 2004. The decrease reflects the higher number of shares
outstanding following the December 2004 IPO. Earnings per adjusted share on a diluted basis for
the quarter amounted to $1.19 compared to $0.86 in the corresponding period of 2004. The
eamings per adjusted share figures were computed as if the number of shares issued and

| outstanding as a result of the recent IPO were identical in the first quarters of 2004 and 2005.

ING Canada also announced that it has declared a quarterly dividend of 16.25 cents per share on
| its outstanding common shares, payable on June 30, 2005 to shareholders of record on June 20,
‘ 2005. ‘

|

Claude Dussault, President and CEO said: “Results for the first quarter reflect the positive impact
made by the acquisition of Allianz Canada on our revenues as well as a positive contribution to
earnings. In addition, we achieved organic growth by increasing the number of insured risks by.
4.7%, which partially offset the impact of an average reduction of 9% in our auto insurance
premium rates from the first quarter of last year.”

“All lines of business continued to perform well during the quarter. However, the improvement was
driven by auto insurance. Reduced claim frequencies, favourable reserve developments as well
as improvement in the year over year results of the Facility Association contributed positively to
our results.”

Current Outlook

« The performance of the P&C industry will continue to be impacted by regulatory changes
to automobile insurance. Sustainability of the cost containment measures adopted as well
as the ongoing rate reductions will be key drivers of our performance in the short term.
Furthermore, the lower automobile claim frequencies observed in the last 15 months will
either return to normal levels or competitive pressures will lead to further premium
reductions in the coming 24 months.
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* Favourable experience in commercial insurance in the last three years and the
strengthening of the P&C insurance industry’s capital position will accelerate competition in
commercial insurance. Furthermore, increases in non-residential construction costs will put
additional pressure on underwriting margins.

. Consequently, the industry’s growth rates for the next 12 to 24 months are likely to be |
below historical levels. We also expect that the underwriting results will not remain at such _ |
favourable levels. =~ - 3

Financial Summary

2005 2004 Change
Qi at

Direct Premiums Written ($ million) ' ' 821.9 727.8 - 13%
Underwriting Income {$ million) 114.9 43.4 165%
Net income ($ million) 158.5 115.1 38%
Earnings per share (in dollars)* -1.19 1.23 -3%
Basic and diluted ' :
Earnings per adjusted share (in dollars)** i 1.18 0.90 32%.
Basic pro-forma
Earnings per adjusted share (in dollars)** 1.19 0.86 - 38% (-
Diluted pro-forma :
Return on equity, for the last 12 months 38.9% . 212% | - 11.7
Return on equity for Q1 annualized - 28.9% 44.0% -15.1°
Combined ratio 88.1% 94.7% | - 66|

*Earnings per share figures were determined under Canadian generally accepted accountihg _
principles, taking into account the lower number of shares outstanding in 2004 prior to the
December IPC. ‘ -

** Each of the basic and diluted earnings per adjusted share are calculated on a pro-forma basis
as if the 128.5 million and 133.7 million shares issued following the December 2004 IPC and the
January 2005 exercise of the over-allotment option, respectively, were outstanding at the
beginning of the first quarters of 2004 and 2005. However, these figures have not been adjusted to
reflect the potential effect of the use of proceeds on the investment income for the first quarter of -
2004. '

Financial Highlights

e Revenue for the first quarter increased by 15% to $1,099 million from $956 million in the
corresponding quarter of the previous year. Net premiums earned increased by $150.2
million. Investment income increased by $13.5 million as a result of the growth in invested
assets. However, realized gains on the sale of investments decreased by $29.3 million .
reflecting the unusual gains realized in the first quarter of 2004 upon the commutation of a
quota share treaty. -




Total income before income taxes for the quarter increased to $228.6 million from $170.4
million in the first quarter of 2004. Net income for the quarter amounted to $158. 5 million
compared to $115.1 million in the corresponding quarter in 2004.

Shareholders’ equity increased during the quarter by 13% to reach $2,328 million on March
31 as a result of the improvement in net income and the exercise of the over-allotment
option in January from our initial public offering that was used to reduce debt. As a result,
the debt to total capital ratio decreased from 11.1% at December 31, 2004 to 5.2% at
March 31, 2005.

Business Highlights

Direct written premiums increased by 12.9% during the quarter to reach $821.9 million. The
growth in direct written premiums is attributable to the Allianz acquisition, which accounted
for $134.9 million of the increase. Despite an increase of 4.7% in the number of insured
risks, excluding Allianz, direct written premiums decreased by $40.8 million as a result of
lower premiums from industry pools, significant rate reductions in personal automobile and
a shift towards smaller accounts in commercial insurance.

Underwriting income for the quarter increased to $114.9 million from $43.4 million in the
corresponding period of 2004 as the improved claim experience of the last nine months of
2004 continued during the quarter. On a year-to-year basis, the claims ratio improved by
7.9 percentage points to 58.6% in the first three months of the year. However, the expense
ratio increased by 1.3 percentage points as a result of the expenses related to the
acquisition of Allianz and lower revenues earned for our role as a servicing carrier for the
Facility Association.

As in previous quarters, the improvement continued to be more pronounced in personal
lines, where we recorded underwriting income of $80.4 million. The positive change was
driven mainly by automobile insurance, which benefited from continuing reductions in claim
frequencies, favourable reserve developments and better Facility Association results.
During the quarter, the combined ratio for personal lines dropped to 88.1% from 96.0% in .
the corresponding quarter of 2004.

Our commercial lines continued to improve, generating underwriting income of $34.5
million. Our combined ratio improved by 3.5 percentage points to reach 88.2%.

Corporate developments

On January 13, 2005, the company announced that the underwriters of its recently
completed initial public offering had exercised their over-allotment option in full which
resulted in additional net proceeds of $129.2 million, which was used to repay debt.

The integration of the Allianz operations, acquired in December of last year, was well
underway at the end of the quarter with approximately 80% of Allianz's employees being in
the process of assuming positions within the organization. Commencing March 1, 2005, a
number of Allianz customers were offered ING products at the expiration of their policies.

During the first quarter of 2005, ING Canada also announced an agreement to merge
thirteen ING Funds with those of a major investment company and the sale of one of its
funds to the same investment company. These transactions will take place in the third
quarter of this year. The five remaining ING Funds wil! be terminated.




e On April 14, 2005, the Autorité des marchés financiers (AMF), the regulatory agency that
supervises the financial services sector in the Province of Quebec announced that ithad
launched three investigations in the insurance industry and that over 70 businesses —
insurers, related companies and brokerages — will be investigated. According to the AMF,

. the investigations focus primarily on transparency and the disclosure to consumers of
business ties between insurers and brokers, the appearance of conflicts of interest and
commercial practices. As part of these industry-wide investigations, we expect to receive a
formal request to provide information to the AMF. We intend to cooperate with the AMF in
its current investigation.

Conference Call

ING Canada will host a conference call to review its earnings results today at 10:00 am £DT. To
listen to the call via live audio webcast and to view the presentation slides, visit our website at
www.ingcanada.com. Click on “Investor Relations™ and then “Quarterly Reports”

The conference call is also available by dialing 617-614-3474 or 1-800-706-7749 (tol! free in North
America). The passcode is 51957322. Please call ten minutes before the start of the call.

A playback of the cal! will be available starting at 12:00 pm EDT on May 12 through 5:00 pm EDT
on May 19. To listen to the replay, call 617-801-6888 or 1-888-286-8010 (toll free in North
America). The passcode is 99579540. A transcript of the call will also be available on ING
Canada's website. '

About ING Canada

ING Canada is the largest provider of property and casualty insurance in Canada. ING Canada’s
principal insurance products are automobile, property and liability insurance, which it provides
primarily to individuals and small to medium sized businesses through its insurance subsidiaries
across Canada. ' s




MANAGEMENT DISCUSSION AND ANALYSIS

May 12, 2005 :
The folfowing discussion and analysis of our financial condition and results of operations should be
read in conjunction with our consolidated interim financial statements (unaudited) and
accompanying notes included at the end of this report, as well as “Management’s Discussion and
Analysis of Financial Condition and Results of Operations”, and the financial statements included
in the Company’s 2004 Annual Report to Shareholders. It contains forward-looking statements that
involve risks and uncertainties. Our actual results could differ materially from those anticipated in
these forward-fooking statements as a result of various factors, including those discussed below or
in our 2004 Annual Report. Certain totals, subtotals and percentages may not reconcile due to
rounding. »

Current Outlook

We believe that several key factors will affect the P&C insurance industry in the next twelve to
twenty-four months.

Given the importance of automobile insurance, provincial regulatory changes affecting this line of
business are expected to continue to impact the performance of the P&C insurance industry.
Based on the experience to date, the various reforms have been effective at containing and
stabilizing claims costs. As a result, product availability and affordability is being restored.
Sustainability of the cost containment measures as well as ongoing rate reductions will be the key
drivers in the short term.

The lower automobile claim frequencies observed in 2004 and in the first quarter of 2005 will either
return to normal levels or competitive pressure will lead to further premium reductions in the
coming twenty-four months. :

Favourable experience in commercial insurance in the last three years and the strengthening of the
P&C insurance industry’s capital position will likely accelerate competition in commercial insurance.
Furthermore, increases in non-residential construction costs will put additional pressure on
underwriting margins in commercial insurance.

Consequently, the industry’s growth rates for the next twelve to twenty-four months are likely to be
below historical levels. We also expect that underwriting results will not remain at such favourable
levels.

Overall Perfformance

Net income of $158.5 miliion for the quarter ended March 31, 2005 represents an increase of $43.4
million, or 37.7%, compared to net income of $115.1 million for the first quarter of 2004. These
results were better due to improved underwriting results, including historically low claims ratios in
most lines of business, as well as the favourable impact of the Allianz acquisition.

Shareholders’ equity increased by $268.6 million or 13.0% to $2,328.2 rhillion at March 31, 2005.
In addition to the net income of $158.5 million, the exercise of the over-allotment option in January
2005 from our initial public offering (“IPO") in December generated an increase in shareholders’




' equity of $131.6 million of which $129.2 million was used to repay debt. A quarterly dividend of
$21.7 million was also paid, reducing shareholders’ equity.

The summary financial data set forth in the following tables has been prepared in accordance with
Canadian generally accepted accounting principles (“GAAP") and has been derived from our
consolidated interim financial statements for the three months ended March 31, 2005 and 2004.

{(in millions of doilars) Three months ended
March 31
2005 2004
Direct premiums written - ‘ $821.9 $727.8
Total revenue : 1,098.8 ' 955.6
Underwriting income 114.9 43.4
Net income 168.5 115.1
Earnings per share (in dollars)
Basic and Diluted 1.19 1.23
(in millions of dollars) As at March 31 As at December 31
2005 2004
Investments 1 $5,894.5 $6,010.4
Total assets © 9,386.7 : 9,663.1
Debt outstanding 127.0 256.2

Total shareholders' equity 2,328.2 . 2,059.6
The following table shows our selected financial ratios and Return on Equity (ROE") data. -

Three months ended

March 31
200 2004
‘Claims ratio : 58.6% 66.5%
Expense ratio - 29.5% 28.2%
Combined ratio 88.1% 94.7%
ROE® : 38.9% 27.2%

ROE of our P&C insurance subsidiaries® 36.8% 24.0%

(1) Represents our net income for the twelve months ended on the date indicated divided by the average shareholders’
equity over the same twelve-month period.

{2) Represents net income of cur P&C insurance subsidiaries for the twelve months ended on the date indicated
divided by the average shareholders’ equity of our P&C insurance subsidiaries over the same twelve-month period.
Our P&C insurance subsidiaries consist of Belair Insurance Company Inc., ING Insurénce Company of Canada,




ING Novex Insurance Company of Canada, The Nordic Insurance Company of Canada and Wellington Warranty
Company Inc. After November 30, 2004, the results of our P&C insurance subsidiaries consist of those results of the
above-mentioned subsidiaries, as well as those of the subsidiaries of Allianz: Allianz Insurance Company of Canada
and Trafalgar Insurance Company of Canada. '

An increase of $71.5 million over the prior year generated $114.8 million of underwriting income
and a combined ratio of 88.1% for the three months ended March 31, 2005. Underwriting income
reflects the revenues from net premiums earned, discussed above, claims and loss adjustment
expenses (the claims ratio) and commissions, premium taxes and general expenses (the expense
ratio). While all lines of business performed well in the first quarter of 2005, the improvement was
driven by our personal automobile portfolio which contributed $58.6 million of the increase in
underwriting income for the quarter. Aiso included in the increase in underwriting income was
$10.3 million from the Allianz companies representing a combined ratio of 92.9%.

The improvement in the performance of the automobile portfolio in the first quarter of 2005 was
driven by continuing reductions in claim frequencies and by favourable reserve development
primarily resulting from sustained effectiveness of automobile reforms, as well as the positive
reserve development of class action suits. An improvement in the assumed underwriting results
from the Facility Association (the statutory residual market insurance pools in which we are

required to participate) also contributed to the performance of this line of business.

Significant Transactions

Initial Public Offering

The Company completed an IPO on December 15, 2004, pursuant to the filing of a prospectus

dated December 9, 2004. As a result of the offering, 34,880,000 common shares were issued at
$26.00 per share for proceeds of $858.5 million, net of underwriters’ fees and other expenses.
Pursuant to the underwriters’ agreement for the prospectus, an over-allotment option was granted
and then exercised during the three months ended March 31 2005, pursuant to which 5,232,000
additional common shares were issued and net proceeds of $129.2 million received.

Acquisition of Allianz

Consistent with our growth strategy, the Company entered into a share and loan purchase

_agreement dated October 7, 2004 with Allianz AG and Allianz of America Inc. to acquire most of

Allianz’ operations in Canada. Included in the acquisition were two insurance companies, Allianz
Insurance Company of Canada and Trafalgar Insurance Company of Canada, which prior to the
acquisition together were the thirteenth largest P&C insurance group in Canada with 2004 direct
written premiums of $797.6 million. Part of this premium volume ($193.5 million), referred to as the
"AGR Business”, related to insurance coverage of industrial risks for large Canadian companies
and multi-national clients of Allianz AG and is not part of the acquisition. The policy liabilities of the
AGR Business will be transferred to the Canadian branch of AGR in 2005 when regulatory
approval is obtained. In the interim the AGR Business is subject to a quota share treaty with
Allianz Global Risks Rilckversicherungs AG. Consequently, the AGR Business has no net impact
on the consolidated statements of income of the Company. The acquired business is distributed
exclusively through brokers including a network of brokers branded “Grey Power” which targets
individual customers over the age of fifty. Also part of the acquisition was a network of insurance




brokerages, Canada Brokerlink, which sells the products of P&C insurance companies to
individuals and small to medium-sized businesses. The transaction was recorded wnth an effective
date of November 30, 2004 and was completed on December 8, 2004.

The integration of the Allianz operations was well under way at the end of March 2005.
Approximately 80% of Allianz’ employees have received an offer and are in the process of
assuming positions in the ING organization. Since March 1, 2005, the Allianz customers are being
offered ING products as their Allianz policy expires in all jurisdictions (except Alberta).- Due to
regulatory reforms, the Alberta personal lines customers will be offered ING products starting on
May 1, 2005.

Transition expenses of $4.5 million were incurred in the first quarter of 2005. Expenses of $13.2
million are expected to be incurred over the following twelve months resulting in an after tax total of
$11.6 million.

Results of Operations
Segmented Information

We report our underwriting results through three operating segments of our P&C insurance
business: personal insurance, commercial insurance and the investment results of our P&C
insurance subsidiaries. In addition to these operating segments, our results include our non-
operating segments, namely corporate and other activities, and realized investment and other
gains (losses). ‘ ’

The following table presents selected information on our three operating segments, as well as
“corporate and other” and “realized investment and other gains”.

(in millions of dollars) ' Three months ended
: March 31
L2005 2004
Revenue
P&C insurance
Net premiums earned

Personal insurance ' ' $ 6758 $571.7

Commercial insurance 292.2 246.1
Total net premiums earned - . 968.0 817.8
Investments 73.8 60.3
Total P&C insurance . $1,041.8 $878.1
Corporate and other 14.3 5.5
Realized investment and other gains . _ 42.7 - 720
Total Revenue - ' $1,0988  $955.6




(in millions of doliars) " Three months ended

"March 31
200 2004

Income before income taxes

P&C insurance
-Underwriting income : : : .
Personal insurance ' $ 804 $ 23.0
Commercial insurance 345 204
Total underwriting income 114.9 434
Investments o 68.1 . - 58.0
Total P&C insurance : $183.0 $101.4
Corporate and other _ 28 (3.1)
Realized investment and other gains 427 72.0
Total income before income taxes ' : $228.5 £170.3

The following tables set forth the direct premiums written and underwriting results for our P&C
insurance operating segments.

{in millions of dollars) . Three months ended
: March 31
2005 2004

Personal insurance
Direct premiums written : .
Personal automobile : _ $387.9 $351.0

Personal property 147.2 125.9
Total , $5351 $476.9
Net premiums eamed . . $675.8 $571.7
Expenses: ' :

Claims and loss adjustment expenses ’ 408.3 400.2
Commissions . 1114 90.7
Premium taxes . 23.1 18.8
General expenses - 54.6 39.0
Total expenses ; : $595.4 548.7
Underwriting income $ 804 $ 230
Ratios:

Claims ratio 60.1% 70.0%
Commissions ratio : : 16.5% 15.9%
Premium taxes ratio : 34% - 3.3%
General expenses ratio - 8.1% 6.8%

Combined ratio 88.1%  96.0%




(in millions of dollars) _ Three months ended

March 31

Commercial Insurance = . 2005 2004
Direct premiums written _ .
Commercial automobile _ ' $ 70.6 $ 62.9
Commercial other 216.2 188.0
Total ' _ $286.8 $250.9
Net premiums earned _ 292.2 246.1
Expenses: .

Claims and loss adjustment expenses - 160.6 1435

Commissions ' 60.5 52.0

Premium taxes o107 9.0

General expenses ‘ ' 25.9 21.2
Total expenses o $257.7  $225.
Underwriting income $ 345 $ 204
Ratios:
Claims ratio . : _ , _ 54.9% 58.3%

- Commissions ratio ‘ 20.7% 21.1%
Premium taxes ratio 3.7% . . 36%
General expenses ratio ‘ o 8.9% 8.6%.
Combined ratio 88.2% 91.7%

Premiums written 3

Direct premiums written increased by $94.1 million, or 12.9%, to $821.9 million from $727.8 million
including $134.9 million, or 18.5%, due to the Allianz acquisition. While growth in the number of
insured risks is strong at 4.7% excluding the impact of Allianz, lower premiums from industry pools,
rate reductions in personal automobile as well as a shift in portfolio distribution towards smaller
accounts in commercial other (which includes all commercial lines of business excluding
commercial auto) were the key drivers explaining the decrease in the direct written premium
excluding Allianz. Allianz premiums include $15.1 million related to AGR Business which is fully
ceded. When regulatory approval of the transfer to the Canadian branch is obtained, direct
premiums written will reflect a decrease equal to the unearmed premiums. Number of insured risks
is defined by the number of vehicles in automobile, the number of premises in personal property
and the number of policies by industry type in commercial other.

Personal insurance direct premiums written increased by $58.2 million, or 12.2%, to $535.1 million
in the first quarter of 2005 compared to $476.9 million in the first quarter of 2004. Allianz accounts
for a 19.3% increase. Despite strong growth in the number of insured risks of 5.0%, lower
premiums from industry automobile pools as well as premium rate reductions in personal -
automobile explain the negative growth of 7.1%. Personal automobile direct written premiums
reflect an average rate reduction of approximately 9%.

Commercial insurance direct premiums written increased by $35.9 million, or 14.3%, to
" $286.8 million in 2005 compared to $250.9 million in 2004. Allianz represents a 17.2% increase.
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Despite a 3.2% growth in the number of insured risks, the overall decrease in direct written
premiums excluding Allianz was primarily due to lower average written premiums resulting from a
shift in portfolio distribution towards smaller accounts.

Net premiums written were lower in the first quarter of 2005 than in the first quarter of 2004 due to
ceded premiums which were lower by $7.1 million in the first quarter of 2005 compared to the first
quarter of 2004, after deducting $18.7 million of Allianz ceded premiums in 2005. The
commutation of the quota share treaty in 2004 resulted in the cancellation of $185.3 million of

ceded premiums.

Three months ended

March 31
200 2004
Direct premiums written , $821.9 $7278
Ceded premiums written (44.5) (32.9)
Ceded premiums - quota share treaty - 185.3

Net Premiums Written ‘ . $177.4 $880.2

Revenue

Revenue increased by $143.2 million, or 15.0%, to $4,098.8 miillion for the first quarter ended
March 31, 2005, compared to $955.6 million for the first quarter of 2004 due to an increase in net
premiums earned, investment income and commission and advisory fees, offsetting lower realized -
investment and other gains. :

Net premiums earned increased by $150.2 million, or 18.4%, to $968.0 million in the first quarter of
2005 compared to $817.8 million in the first quarter of 2004. Allianz accounts for $145.4 million, or
17.8%, of the increase. Lower assumed premium from industry pools (2.9%) as well as premium
rate reductions in personal automobile (2.3%) are responsible for reducing growth in net earned
premiums to 0.6%.

Most of our investment income was earned by the investment portfolios of our insurance
subsidiaries and reported in the investments segment. Investment income for those subsidiaries
increased by $13.5 million, or 22.3%, to $73.8 million in the first quarter of 2005 from $60.3 million
in the first quarter of 2004 due to growth in invested assets. Investment expenses were $5.7 million
for the first quarter of 2005 compared to $2.3 million for the first quarter of 2004 due to the Allianz
invested assets and a revised allocation of expenses to reflect market costs which is offset in the
Corporate and Other segment. The investment portfolio increased by $1.2 billion between March
31, 2004 and March 31, 2005 due to the addition of $1.1 billion in investments from the Allianz
acquisition and positive cash flows from our insurance subsidiaries. The average pre-tax yields of
our investment segment, excluding realized investment gains and losses, were 5.0% and 5.3% for
the quarters ended March.31, 2005 and 2004, respectively. The decrease in the yield in the first
quarter of 2005 compared to the first quarter of 2004 was attributable to the acquisition of Allianz’
investments which were recorded at fair value at acquisition plus the mvestments acquired in the
last twelve months reflect a lower yield environment.

11




Investment income reported in the corporate and other segment increased to $2.7 million in the
first quarter of 2005 compared to $1.9 million in the first quarter of 2004 due to higher interest
income. Included in investment income of the corporate and other segment was $1.4 million in
income from investments in our P&C insurance brokerage subsidiaries (accounted for using the

equity method) for the first quarter of 2005 compared to $1.3 million for the first quarter of 2004.

Realized investment and other gains were $42.7 million for the quarter ended March 31, 2005, and
were lower by $29.3 million compared to $72.0 million in the first quarter of 2004. There were no
impairments in the first quarter of 2005 compared to $0.4 million in the first quarter of 2004. The
fixed income gains were higher in the first quarter of 2004 due to realized gains received on
investments transferred to the company upon the commutation of the quota share treaty. The
following table presents realized investment and other gains (|osses) for the quarters ended

March 31:

{in millions of dollars) = , Three months ended
- ' March 31

2005 2004
Realized investment and other gains {losses)
Fixed Income $10.8 - $554
Preferred shares . _ _ 0.1 1.9
Common shares 308 30.7
Sale of subsidiaries and other 1.0 o (18.0)
Total : ' _ $42.7 $72.0
After-tax total $29.9 $426

Commissions which were earned by our wholly-owned P&C insurance brokers and our
broker/dealers, together with advisory fees earned by our mutual fund manager, increased by
$8.1 million to $11.6 million in the first quarter of 2005 compared to $3.5 million in the first quarter
of 2004. This increase was primarily attributable to the commission income of Canada Brokerlink
which was part of the Allianz acquisition. ‘

Income Before Income Taxes .

For our P&C insurance operations, income before income taxes is driven by our investment
income, described previously and our underwriting income.

‘Underwriting Income

Underwriting income reflects the revenues from net premiums earned, discussed above, claims
and loss adjustment expenses (the claims ratio) and commissions, premium taxes and general
expenses (the expense ratio). Commissions and premium taxes are incurred-as a percentage of
earned premiums and commissions are adjusted by broker to reflect profit sharing commissions
driven by underwriting income. Underwriting profitability reached record levels in 2004 and
continued in the first quarter of 2005, reflecting strong market conditions and a favourable claims
environment, particularly reduced claim frequencies.

12




Personal Insurance

Underwriting income from personal insurance in the first quarter of 2005 was $80.4 miilion, an
improvement of $57.4 million over the $23.0 million achieved in the first quarter of 2004. This
improvement was attributable to a 9.9% decrease in the claims ratio to 60.1% in the first quarter of
2005 from 70.0% in the first quarter of 2004 largely driven by our personal automobile portfolio. We
expect a reduction to the 2005 earned premiums in automobile of approximately 6% based on
premium rate reductions filed to date.

Our personal automobile business experienced the most significant improvement, with its claims
ratio decreasing to 61.0% in the first quarter of 2005 compared to 75.4% in the first quarter of
2004. As previously noted, we benefited from continuing reductions in claims frequency of
approximately 6%, favourable reserve development including $16 million net reduction related to
class action suits as well as an improvement in the assumed underwriting results from the Facility
Association.:

During the first quarter of 2005, direct premiums written assigned to us from the Facility
Association totalted $11.5 million compared to $21.1 million in the first quarter of 2004. The
underwriting loss was $0.5 million for the first quarter of 2005 compared to an underwriting loss of

"$9.1 million for the first quarter of 2004. The province of Alberta implemented a risk sharing pool

late in 2004 which is significantly reducing the Facility Association residual market during 2005.
Under the Alberta risk sharing pool, companies may transfer certain risks to the pool and are
assigned results of the pool based on market share. In the first quarter of 2005, the Company
transferred premiums to the pool in excess of its assigned premiums by $16.8 million. This
business had a net underwriting loss of $0.2 million in the first quarter of 2005.

Our personal insurance expense ratio was 28.0% for the first quarter of 2005 compared to 26.0%
for the first quarter of 2004 due to increases of 0.6% in the commission ratio, 0.1% in the premium
taxes ratio and 1.3% in the general expense ratio.

Commissions increased by $20.7 million, or 22.8%, to $111.4 million in the first quarter of 2005
compared to $90.7 million in the first quarter of 2004. Regular commissions grew by approximately
26.9% while our Facility Association business decreased by 48.7% in the first quarter of 2005
compared to the first quarter of 2004. The remainder of the increase reflects higher profit sharing
commissions for brokers. These commissions were $20.1 million for the first quarter of 2005

compared to $13.1 million for the first quarter of 2004.

Premium taxes increased by $4.3 million, or 22.9%, to $23.1 million in the first quarter of 2005 -
compared to $18.8 million in the first quarter of 2004 due primarily to the increase in net premiums
earned. '

The general expense ratio increased by 1.3% to 8.1% in the first quarter of 2005 compared to
6.8% in the first quarter of 2004 primarily due to transition expenses related to the Allianz
integration and lower earned fees from facility service carrier operations. The transition expenses
accounted for an increase of $2.0 million, or 0.3% and the lower revenues from the facility service
carrier operations accounted for a further $5.4 million, or 0.8%. In absolute terms, general
expenses increased by $15.6 million, or 40.0%, to $54.6 million in the first quarter of 2005
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compared to $39.0 million in the first quarter of 2004. This increase includes $10.6 million due to
Allianz (including transition expenses). -

Commercial Insurance

Underwriting income from commercial insurance in the first quarter of 2005 was $34.5 million, an
increase of $14.1 million compared to $20.4 million in the first quarter of 2004. This increase was
primarily due to an improvement in the claims ratio to 54.9% in the first quarter of 2005 from 58.3%
in the first quarter of 2004. This improvement was largely attributable to commercial other with past
rate increases now being fully reflected in eamed premiums and favourable claim frequency
offsetting increased severity. :

Our commercial insurance expense ratio remained unchanged at 33.3% for the first quarter of _
2005 and the first quarter of 2004 due to increases of 0.3% in the general expense ratio and 0.1%
in the premium taxes ratio and a decrease of 0.4% in the commission ratio.

Commissions increased by $8.5 million, or 16.3%, to $60.5 million in the first quarter of 2005
compared to $52.0 million in the first quarter of 2004. Regular commissions are lower in the first
quarter of 2005 by 1.2% compared to first quarter of 2004 due to higher ceded commissions. The
increase in profit sharing commissions to $10.7 million for the first quarter of 2005 compared to
$7.1 million for the first quarter of 2004 increased the commission ratio by 0.8% due to the strong
underwriting results. :

Premium taxes increased by $1.7 million, or 19.6%, to $10.7 million in the first quarter of 2005 |
compared to $9.0 million in the first quarter of 2004 due to the increase in net premiums eamed.

General expenses increased by $4.7 million, or 22.0%, to $25.9 million in the first quaﬁer of 2005
compared to $21.2 million in the first quarter of 2004. This increase includes $3.7 million due to
Allianz (including transition of $0.7 million). -

Expenses

The majority of expenses, $853.1 million or 98.2% of the total expenses of $868.2 million for the
three months ended March 31, 2005, were part of our P&C insurance operations with the
remainder comprising our P&C insurance brokers, investment operations, mutual funds and non-
recurring charges related to a 2001 portfolio purchase. For the quarter ended March 31, 2004,
$774.3 million, or 98.9%, of the total expenses of $782.2 million were part of the P&C insurance
operations.

Corporate and Other

For our non-P&C insurance operations, income from corporate and other was higher in the first
quarter of 2005 than in the first quarter of 2004 due mainly to $3.9 million in non-recurring
commission expenses related to a 2001 portfolio purchase in 2004, lower interest expense of
$1.0 million and higher investment income and other revenues of $1.0 million.




General expenses of our non-P&C insurance operations were higher by $11.9 million in the first
quarter of 2005 compared to the first quarter of 2004 due primarily to expenses in the Canada
Brokerlink brokerage (part of the Allianz acquisition).

Income Taxes

The income tax expense for the first quarter of 2005 was $70.1 million compared to $55.3 million
for the first quarter of 2004, This increase was primarily due to higher pre-tax income resulting from
increased underwriting income in the P&C insurance subsidiaries. The significant differences
between the statutory rates (34.2% - 2005, 33.3% - 2004) and the effective rates {30.7% - 2005,
32.4% - 2004) were primarily due to non-taxable investment revenue, which lowered the tax
expense by $9.8 million in the first quarter of 2005 compared to $7.0 million in the first quarter of
2004, and non-deductible expenses which increased the tax expense by $1.7 million in the first
quarter of 2005 compared to $5.5 million in the first quarter of 2004. Note 6 to the accompanying
consolidated interim financial statements summarizes the income tax rate reconciliation.

Summary of Quarterly Results |

{in millions of dollars, except for 2005 2004 2003
per share data) : ) .
Q1 Q4 Q3 Q2 Qi Q4 Q3 Q2 Q1
Direct Premiums Written $821.9 $883.0 $921.6 $10434 §$7278 5351.3 $918.7 $980.2 $683.3
Total Revenues 10888 10047 .919.7 - 8007 955.6 808.0 777.8 7353 694.5
Uﬁdewvritlng Income (loss) 114.9 118.4 1337 1745 434 {13.3) 444 446 (24.0)
Income {loss) before income 22886 2297 2171 238.6 170.4 478 954 85.6 (1.9)
taxes ' '
" Net income 168.5 173.1 163.6 172.4 1151~ 247 66.7 58.2 0.9
Eamings per share
Basic ' 1.19 169 1.75 1.84 1.23 0.26 0.7 0.62 0.01
Diluted 1.19 1.67 1.75 184 123 0.28 0.7 0.62 0.01
Eamings per adjusted share " _
, Basic Pro-Forma 119 1.35 1.27 1.34 0.90 0.19 0.52 0.45 0.1
Dituted Pro-Forma 1.19 1.29 1.22 1.28 08 - 018 0.50 0.44 0.01

(1) Financial information included in earnings per adjusted share is not derived from the Company's financial statements
and includes non-GAAP financial measures that do not have any standardized meaning prescribed by GAAP. They
are therefore unlikely to be comparable to any similar measures presented by other companies. To facilitate
comparison between historical and future performance, basic and diluted eamings per adjusted share are calculated
on a pro-forma basis as if the 128.5 million common shares outstanding after our reorganization and completion of
the IPQ were outstanding at the beginning of each of the nine quarters, and as if the 133.7 million common shares,
the difference being the shares issued in January 2005 as part of the over-allotment granted to the underwriters, had

" been outstanding during the past nine quarters. Net income used for the pro-forma eamings per adjusted share
calculations has not been adjusted for interest income and expense thal would have been realized by the Company
from investing the net proceads of the initial public offering and reducing the debt outstanding.
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" Balance Sheet Analysis
Premiums and Other Receivables

Premiums written are either billed to brokers or directly to poiicyholders. Premium receivables from
brokers and policyholders were $110.9 million and $1,004.5 million, respectively, as at March 31,
2005, and $163.8 million and $1,076.0 million, respectively, as at December 31, 2004.

Other receivables consist of amounts due from the Facility Association and other pools, other
insurers, and other which were $212.7 million, $130.6 million and $41.0 million, respectively, as at
March 31, 2005, and $202.8 million, $137.3 million and $62.5 million, respectively, as at
December 31, 2004. . ' '

Investments .

Cash and cash equivalents and investments decreased by $115.3 million, or 1.8%, to $6.3 billion
at March 31, 2005, compared to December 31, 2004. The net use of cash, cash equivalents and
investments was due to the lower premiums which are typically associated with a first quarter, the
payment of tax balances for the 2004 taxation year and the payment of profit commissions to
brokers and bonuses to employees in relation to the Company’s performance in 2004,

The following table sets forth our cash and invested assets as at March 31, 2005 and December
31, 2004. : ' '

As at March 31, 2005 As at December 31, 2004
| Book % of BV Fair . BV % of BV Fair
value : value value
"BV"
(in $ millions)
Cash and cash equivalents $ 357.9 57% $ 3579 % 3572 '56% $ 3572
Fixed income securities!” 34264  548% 3,5050 36851 57.9%  3,776.5
Commercial mortgages 776 - 1.2% 814 . 78.7 1.2% 83.3
Preferred shares 1,173.5 18.8% 11,2182 1,0696 16.8% 1,136.3
Common shares' . 1,053.9 16.9% 11,1182  997.7 157%  1,077.2

Other investments 163.0 2.6% 163.0 179.3 2.8% 179.3

Total investments & cash  $6.2523 100.0% $64437 $6.367.6 100.0% $6.609.8

(1) Fixed income and common shares include seed capital investment in affiliated mutual funds, with a book value of
$154.6 million as at March 31, 2005 compared to $155.0 million as at December 31, 2004. '

Our investment objectives continue to be consistent with the information presented in the 2004
Annual Report. The weighted average ratings of our fixed income and preferred share portfolios as
at March 31, 2005 were "AA” and “P2", respectively, by either Standard & Poor's or Dominion Bond
Rating Services. Included in the fixed income and preferred share portfolios at March 31, 2005,
- were approximately $37.4 million of securities with a rating below investment grade or not rated
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compared to $42.9 million as at December 31, 2004. The average duration of our publicly traded
fixed income portfolio was 6.3 years as at March 31, 2005 and 6.2 years as at December 31, 2004.
Our exposure to debt prlvate placements and secured commercaal mortgages remains relatively
minor.

Other investments consisted of loans to brokers with a book value of $149.6 million as at March
31, 2005 compared to $156.3 million as at December 31, 2004, equity investments in brokers with
book value of $13.2 million as at March 31, 2005 compared to $13.4 million as at December 31,
2004 and other commercial loans with book value of $0.2 million as at March 31, 2005 compared
to $9.6 million as at December 31, 2004,

Claims Liabilitles

Unpaid claims and adjustment expenses net of reinsurers’ share (“claims liabilities") at March 31,
2005 increased by $36.6 million or 1% during the first three months of 2005 to $3.6 billion.
Increased usage of statutory automobile risk sharing pools, particularly in Alberta, contributed to an
increase in assumed reserves from these pools mainly offset by larger cessions to those same
pools. Further, claims liabilities in Canada determined in accordance with accepted actuarial
practice take into account the time value of money and provisions for adverse deviation.
Accordingly, changes in these estimates that may be periodically necessary will affect the valuation
of the claims liabilities. Discount rates and provisions for adverse dewatlon were set on a basis
consistent with those used at year end 2004.

The following table, which excludes AIIianz, shows the development of the claims liabilities for the
ten most recent accident years, with the estimated amount of subsequent development for each
accident year shown by year up to March 31, 2005, The initial reserves set up at the end of the
year are re-evaluated over time to determine their redundancy or deficiency. This is based on
actual payments in full or partial settlement of claims, as well as current estimates of the claims
liabilities required for claims still open or claims still unreported. We have experienced favourable
development for accident years 2004, 2003, 1998, 1997, 1996, 1995 and prior years, and
unfavourable development for accident years 2002, 2001, 2000 and 1999. In those years, in which
unfavourable development occurred, the overall P&C insurance industry had similar adverse
development caused by unexpected changes in claim patterns, in particular, relating to automobile
insurance in Ontario. The development of all prior accident years during the first quarter of 2005
was favourable by $64.7 million or 2.3% with every accident year being favourable. This
‘development came mainly from automobile in the amount of $56.0 million, including the positive
development of class actions suits. Most of the remaining favourable development came from
commercial general liability in the amount of $8.7 million.
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Accident Year 2004 . 2003 2002 2001 2000 1999 1908 1897 1998 1995
’ and
: prior
Reserve Originally Estimated 0043 8148 7i1.9 855.3 607.7 857.2 531 2 547.2 493.4 10735
Resarve re-astimated as of" :
One Year Later 888.1 750.0 7218 716.8 607.7 550.7 507.8 4239 447.3 886.8
Two Year Later 722.3 721.4 730.6 648.4 578.1 508.9 4071 4415 981.5
Three Year Later 715.0 7206  ©664.2 6074 504.2 4215 4452 10155
Four Year Later 7271 657.4 613.0 518.8 421.9 4354 9924
Five Year Latar £54.8 6144 . 5201 4209 433.8 961.6
Six Year Later 612.1 517.5 4263 4320 9534
Seven Year Later ) 514.8 4248 4179 9559
Eight Year Later 423.2 414.4 968.5
Nine Year Later © 4139 977.2
Ten Year Later 974.7
Dervelcpment during 200% - Q1 .
deficiency (redundancy) (1862) (@17 8.4) (2.4) (2.6} @3} @7 (1.4) (0.5) (2.5)
{1.8%) {3.4%) (0.9%) {0.4%) (0.4%) (0.4%) (0.5%)  (0.3%)} (0.1%) {0.2%)
Cumuiztive deficiency
{redundancy) (18.2) (92.5) 34 71.8 471 55.0 (16.4)  (124.0) (79.5) {88.8)
(1.8%)  (11.4%) 04%  11.0% T.7% 0.9%  (3.1%) (22.7%) (18.1%)  (8.2%)

{1) The last diagonal is astimated as at March 31, 2005,

For the claims liabilities relating to the Allianz acquisition, the table below shows the development
only from December 2004, given that the acquisition took place late in 2004. On $680.5 mitlion of
claims liabilities as at December 31, 2004, we experienced $3.7 million of favourable development
This came relatnvely evenly between automobile, property and general liability.

Accident Year 2004 2003 2002 2001 20000 | 1999 1898 1897 1998 19895 and
prior
esarve as of Deceniber 2004 2134 156.4 126.7 736 47.8 209 16.9 10.0 386 02
Reserve re-sxtimated 45 of March 2008 2056 1527 1282 785 49.0 304 17.4 10.8 ) 3.1 0.2
Development during 2003 - Q1 )
cefclency (redundancy) (7.8) {51 1.4 58 1.3 0.5 0.5 0.8 (0.5) 00 -
(3.7%) {3.6%) 1.1% 7.8% 2.7% 1.7% 3.2% T.7% 0.0%

(14.4%)

In the tables above, the claims liabilities amounts used are those used in the financial statements
and therefore are discounted and include a provision for adverse deviations while the cumulative
payments do not include either. The net impact of the discount and the provision for adverse
deviation makes the booked claims liabilities slightly higher than undiscounted best estimates (by
approximately 1.4% at year end 2004).

Reinsurance

Policy liabilities including unearned premiums and unpaid claims and adjustment expenses ceded
to reinsurers were $695.8 million and $687.2 million, respectively, as at March 31, 2005 and
December 31, 2004, As part of the Allianz transaction relating to the AGR Business, there were
assumed and ceded policy liabilities of $16.1 million and $483.6 million, respectively for 2005, and
$18.9 million and $508.6 million, respectively for 2004.These liabilities will be transferred to the
Canadian branch of AGR in 2005 when regulatory approval is obtained. ING Re, our primary
reinsurer, represents 14% and 17%, respectively of the remaining ceded policy liabilities as at

18




March 31, 2005 and December 31, 2004. In addition, we have reinsurance treaties with several
4 unaffiliated reinsurers, all of whom meet our financial strength rating requirements, which are
. ; described below. Excluding our affiliated reinsurer, ING Re and the AGR business, each of our
third party reinsurers has immaterial amounts of reinsurance payable to us.

In 2005, for multi-risk events or catastrophes, our retention is $17.5 million with a reinsurance

| coverage limit of $1.2 billion. We also retain 10% of the exposure between $25.0 million and

} $600.0 million. For 2004, our retention was $5.0 million with a coverage limit of $1.2 billion and a
10% retention of the exposure between $12.5 million and $600.0 million.

In accordance with industry practice, our reinsurance recoverables with licensed Canadian
reinsurers are generally unsecured, because Canadian regulations require these reinsurers to
maintain minimurn asset and capital balances in Canada to meet their Canadian obligations.
However, policy liabilities rank in priority to any subordinate creditors a reinsurer may have. For

| reinsurance recoverables with non-licensed reinsurers, we maintain security against reinsurance
recoverables in the form of cash, letters of credit and/or assets held in trust accounts. The
company was the assigned beneficiary of such trust accounts totailing $461.1 million and $458.7
i million, respectively, as at March 31, 2005 and December 31, 2004, in guarantees from unlicensed
reinsurers. These amounts included $56.0 million as at March 31, 2005 and December 31,

2004 from an affiliated reinsurer. Trust accounts were held in support of policy liabilities of
'$327.3 million as at March 31, 2005 and $349.5 million as at December 31 2004 and can be
accessed if these reinsurers are unable to meet their obligations.

1. Share Capital

. 1 As at March, 2005, there were 133.7 million common shares and one Special Share issued and
' outstanding. The Special Share is convertible into one common share. ING Groep N. V holds

70% of the issued and outstandlng common shares and the Spec;al Share.

|

Liquidity and Capital Resources

Both our liquidity and our capital base remain strong. Net cash used in operations was
$124.4 million in the first quarter of 2005 while the first quarter of 2004 operations provided cash of
$749.6 million, which is primarily explained by the commutation of the quota share treaty on

| January 1, 2004. In addition, we have an uncommitted revolving credit facility with a Canadian

| chartered bank of $50 million, none of which was drawn at March 31, 2005. We are not currently

; planning to make any significant capital expenditures.

| During the first quarter of 2005, we used the proceeds from the shares issued pursuant to the
exercise of the over-allotment option to repay a $129.2 million promissory note payable to an
affiliate, thereby reducing our debt outstanding to $127 million. As at March 31, 2005, the
Company was adequately capitalized to support the growth in premium volume of our insurance
subsidiaries. Our insurance subsidiaries have capital of $564.5 million in excess of the minimum
supervisory target of 150%, as calculated under the Minimum Capital Test (“MCT") at March 31,
2005, compared to $442.3 million at December 31, 2004. Based on the dividend restrictions

| . imposed by applicable insurance laws, subject to MCT limitations, the total amount of dividends

! . available for payment from our subsidiaries during 2005 is $448.1 million plus any 2005 earnings.
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The Board of Directors of the Company' has declared a quarterly cash dividend of 16.25 cents per
common share for a total amount of $21.7 million, which was paid on March 31, 2005 to
shareholders of record on March 21, 2005.

Transactions with Related Parties

We-have ongoing transactions with related parties. These transactions consist principally of
management and advisory services rendered by ING Groep and affiliated companies, reinsurance
by an affiliated company and financing by ING Groep. We also render advisory and administrative
services to our affiliated companies. These transactions are carried out in the normal course of
operations. Accordingly, they are measured at the exchange amount. Note 1 and note 5 to the
accompanying consolidated interim financial statements provide additional information on related

~ party transactions.

Risk Managerﬁent

As a provider of insurance products, effective risk management is fundamental to our ability to
protect the interests of both our customers and our shareholders. We are exposed to potential loss
from various market risks, including interest rate risk, equity market fluctuation risk, credit risk,
liquidity risk, and to a lesser extent, foreign currency risk and derivative risk. These risks are
described on pages 38 to 40 of our 2004 Annual Report and were essentially unchanged during
the first quarter of 2005.

Critical Accounting Estimates and Assumptions

Our critical accounting estimates and assumptions were disclosed on pages 41 to 43 of our 2004
Annual Report. There are no new critical accounting estimates or assumptions to disclose beyond
those included in our annual financial statements. These estimates and assumptions principally
relate to the establishment of reserves for claims and expenses, impairments of investment
securities, amounts recoverable from our reinsurers, goodwill, income taxes and certain other
assets. As more information becomes known, these estimates and assumptions may be updated
for new information and could therefore change and impact future results.

Changes in Accounting Policies including Initial Adoption

As a result of the adoption of a Long-term Incentive Plan for employees and a Deferred Stock Unit
plan for independent Directors, the Company has adopted, effective January 1, 2005, the
recommendations of the Canadian Institute of Chartered Accountants’ Handbook Section 3870,
*Stock-Based Compensation and Other Stock-Based Payments”, which sets a fair value based
method of accounting for all stock-based compensation. Notes 1 and 10 to our consolidated lnterlm
financial statements describe the accounting for our stock-based compensation plans.
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Recent Developments

On March 30, 2005, the Company announced an agreement to merge in the third quarter of this
year, thirteen ING Funds with those of a major investment company and will furthermore sell one of
the ING Funds. The five remaining ING Funds will be terminated. These transactions are subject to
regulatory and unitholder approval. This agreement will result in the transfer of assets under
management and will not have a material impact on the Company’s financial position, the results of
its operations and its cashflows.

On April 14, 2005, the Autorité des marchés financiers (AMF), the regulatory agency that
supervises the financial services sector in the Province of Quebec, published a report on- property
and casualty insurance industry practices in that province. The report follows up on questionnaires’
sent to all insurance companies operating in the province of Quebec as well as to many
brokerages in November of last year as part of the Canadian Council of Insurance Regulators’
review of the industry’s business practices. The AMF aiso announced that it had launched three
investigations in the insurance industry and that over 70 businesses — insurers, related companies
and brokerages — will be investigated. As a result of these investigations we expect to receive a
formal request to provide information to the AMF. According to the AMF, the investigations focus
primarily on transparency and the disclosure to consumers of business ties between insurers and
brokers, the appearance of conflicts of interest and commercial practices. We intend to cooperate
with the AMF in its investigation.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain of the statements contained herein about our current and future plans, expectations
and intentions, resuits, levels of activity, performance, goa!s or achievements or any other
future events or developments constitute forward looking statements. The words "may”, "will",
"would", "should", "could", "expects”, "plans”, "intends”, "anticipates”, "believes”, "estimates”,
"predicts®, "likely" or "potential” or the negative or other variations of these words or other
comparable words or phrases, are intended to identify forward looking statements. Forward
looking statements are based on estimates and assumptions made by us in light of our
experience and perception of historical trends, current conditions and expected future
developments, as well as other factors that we believe are appropriate in the circumstances.
Many factors could cause our actual results, performance or achievements or future events or
developments to differ materially from those expressed or implied by the forward looking
statements, including, without limitation, the following factors: our ability to implement our
strategy or operate our business as we currently expect; our ability to accurately assess the -
risks associated with the insurance policies that we write; adverse capital market
developments or other factors which may affect our investments; the cyclical nature of the
P&C insurance industry; government regulations; litigation and regulatory actions; periodic
negative publicity regarding the insurance industry; intense competition; our reliance on
brokers and third parties to sell our products; our ability to successfully pursue our acquisition
strategy; our ability to integrate the business of Allianz Canada; our ability to achieve cost
savings anticipated from the acquisition of Allianz Canada; uncertainties associated with our
acquisition of Allianz Canada, the substantial influence of ING Groep; our participation in the
Facility Association {a mandatory pooling arrangement among all industry participants),
terrorist attacks and ensuing events; the occurrence of catastrophic events; our ability to
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maintain our financial strength ratings; our ability to alleviate risk through reinsurance; our
ability to successfully manage credit risk; our reliance on information technology and
telecommunications systems; our dependence on key employees; general economic, financial
and political conditions; our dependency on the results of operations of our subsidiaries; the
limited trading history of our common shares; the volatility of the stock market and other factors
affecting our share price; and future sales of a substantial number of our common shares.
These factors should be considered carefully, and readers should not place undue reliance on
our forward looking statements. We have no intention and undertake no obligation to update or
revise any forward looking statements, whether as a result of new information, future events or
otherwise, except as required by law.
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ING CANADA INC.

-CONSOLIDATED INTERIM BALANCE SHEETS {unaudited)

As at

March 31 December 31 .

(All amounts in thousands of dollars) 2005 2004
ASSETS
Cash and cash equivalents $ 357,893 $ 357,213
Investments (note 2) 5,894 461 6,010,405
Accryed investment income 52,744 43,266
Premium and other receivables 1,499,783 - 1,642,362
Reinsurers' share of unpaid claims and adjustment expenses (note 4) 695,795 687,201
Reinsurers’ share of uneamed premiums {note 4) 56,302 . 78,199
Deferred acquisition costs 357,020 389,688
Income taxes receivable 36,214 2,591
Other assets 134,033 127,543
Long-term investments 48,687 48,108
Future income taxes 126,121 148,488
Intangible assets 36,573 36,944
Goodwill 91,116 91,116

$9,386,742 $9,663,124
LIABILITIES
Payables and cther liabilities $ 501,134 $ 669,604
Due to affiliated companies 10,591 - 3,025
Income taxes payable 15,506 100,913
Unpaid claims and adjustment expenses (note 4) 4,268,160 4,222 961
Unearned premiums (note 4} - 2,128,525 2,340,997
Unearned reinsurance commissions 7,603 9,785
Debt outstanding (note 8) 127,000 256,230

‘ ' $7,058,519 $7,603,515

SHAREHOLDERS' EQUITY
Share capital {note 9) $1,183,846 - $1,052,290
Contributed surplus 83,636 83,336
Retained eamings 1,060,741 923,983

$2,328,223 $2,059,609

$9,386,742 $9,663,124

See accompanying notes to the consclidated interim financial statements (unaudited)
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w :
| ING GANADA INC.

l .
| . il CONSOLIDATED INTERIM STATEMENTS OF INCOME (unaudited)

‘ ) iJ Direct premiums written
]

‘ For the three months ended

{All amounts in thousands of dollars except for per share amounts) March 31
2005 2004
$ 821,911 $ 727843
Net premiums written 777,428 £80,224

! . REVENUE -
" Net premiums eamed 968,003 817,791
Investment income 76,461 62,202
Realized investment and other gains 42,739 72,045
Commission and advisory fees 11,646 3,536
$1,098,849 $ 555574
. EXPENSES
Claims and loss adjustment expenses 566,864 543,624
Commissions ' 168,481 147,417
Premium taxes 33,831 27.768
General expenses 99,060 63,437
$ 868,236 - $ 782246
Interest on debt outstanding 1,991 2,947
. ‘ INCOME BEFORE INCOME TAXES . 228 622 170,381
 Income taxes (note 6) 70,133 55281
NET INCOME $ 158489 ' $ 115100
' Earnings per share (note 11)

Basic and diluted $1.19 $1.23

'See accompanying notes to the consolidated interim financial statements {unaudited)
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ING CANADA INC.

CONSOLIDATED INTERIM STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY (unaudltedj

For the three months ended

{All amounts in thousands of dollars) March 31
2005 2004

Common shares
Balance, beginning of year $1,052,290 $ 605,905
Capital issued (notes 1 and 9)° 136,032 -
Share issuance costs, net of income taxes (4,476) -
Balance, end of period 1,183846 605,905
Contributed Qumlus
Balance, beginning of year 83,336 83,336
Stock-based compensation (note 10} 300 -
Balance, end of period 83,636 83,336
Retained eamings
Balance, beginning of year 923,983 299,831
Net income 158,489 : 115,100
Dividends {21,731) : -
Balance, end of period $1,060,741 - § 414,931

'»
TJOTAL SHAREHOLDERS' EQUITY $2,328,223 $1,104,172

See accompanying notes to the consolidated interim financial statements (unaudited) '
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“ ING CANADA INC.

. : "CONSOLIDATED SfATEMENTS OF CASH FLOWS (unaudited)
‘} _ ' For the three months ended
{All amounts in thousands of dollars) March 31
2005 2004
OPERATING ACTIVITIES
Net income : $ 158,489 $ 115100
Adjustments to determine cash (used in) provided by cperating activities :
Amortization of property and equipment 3546 3,006
Amortization of intangible assets a1 -
Amortization of premiums and discounts on fixed income securities - 5,328 357
Net income from long-term investments (1,451) (1,335)
Dividends received from long-term investments 872 282
Realized investment and cther gains (42,739) (72,045)
Defemred acquisition costs, net . . 30,486 (29,044)
Future income taxes, net 24,693 5.037
Unpaid claims and adjustment expenses, net 36,605 594,586
Unearned premiums, net ) {190,575) 62,428
_ Changes in cther operating assets and liabilities {150,843) 67,890
" Stock-based compensation . 300 ‘-
Il ° .
i‘ Cash (used in) provided by operating activities. $ (124,378) $ 749,572
! .
[ " INVESTING ACTIVITIES
| Proceeds from sale of investments 2,284,571 | 2,895,975
- Purchase of investments ’ (2,132,162) (3.659,377)
Purchase of property and equipment, net . (6,026) (1,806)
. i Purchase of intangibles (540) )
I Proceeds from sale of long-term investments ) 846 295
t '
: Cash provided by {used in) investing activities : $ 146,789 $ (764,913)
' FINANCING ACTIVITIES
' ' Dividends paid S (21,731) -
, Debt repayment (129,230) -
: Proceeds from capital issuance : . 136,032 -
Share issuance costs . {6,802) -
. Cash used in financing activities (21,731) $ -
} _
. NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS . $ 680 $ (15,341)
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 357,213 104,659
.CASH AND CASH EQUIVALENTYS, END OF PERIOD $ 357,893 $ 89318
SUPPLEMENTAL CASH FLOW INFORMATION :
Income taxes paid $ 164470 . § 77,004
Interest paid on debt outstanding ‘ 3,981 4,964

See accompanying notes to the conselidated interim financial statements (unaudited)
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ING CANADA INC.

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS (unaudited)
(Al amounts in thousands of dollars except for per share amounts)

1. BASIS OF PRESENTATION

ING Canada Inc. (“the Company”) is the resulting corporation from the amalgamation on December 10, 2004 of
ING Canada Holdings Inc. and its former subsidiary, ING Canada Inc. The amalgamation is presented on a
continuity of interest basis, as if the historical financial positions and operating results of these companies had
always been amalgamated.

The Company entered into a share and loan purchase agreement dated October 7, 2004 with Allianz AG and
Allianz of America Inc. to acquire most of their operations in Canada (“‘Allianz”). The transaction was effective
November 30, 2004 and was completed on December 8, 2004, Consequently, the results of Allianz are only
included in the Company's consolidated statement of income for the three-month period ended March 31, 2005.

‘The Company completed an initial public offering on December 15, 2004. As a result of the offering, 34,880,000
common shares were issued. Pursuant to the underwriters’ agreement for the prospectus dated December 9,
2004, the underwriters were granted an over-allotment option to purchase up to 5,232,000 additional common
shares at the offering price of $26.00 per share within thirty days from the date of the closing of the offering.
The option was exercised in full in January 2005.

Subsequent to the closing of the offering and the exercise of the over-allotment option, ING Groep N.V. (“ING
Groep™}, both as the owner of common shares and the Special Share (note 9), and a party to the Co-Operation
Agreement (“Agreement”), has significant influence over the ongoing business and operation of the Company.
The Agreement provides, among cther things, that for so long as ING Groep holds not less than one-third of the
company's outstanding common shares, the Company may not camy out certain corporate acts, including
entering into business combinations with unaffiliated third parties or making acquisitions or dispositions above
certain monetary thresholds and change the dividend policy without the prior written approval of ING Groep.
, .

" These unaudited consolidated interim financial statements have been prepared in accordance with Canadian
generally accepted accounting principles (“GAAP"). Except as described below, these consolidated interim
financial statements use the same accounting policies as were used for the Company’s consolidated financial
statements for the year ended December 31, 2004 and should be read in conjunction with the Company’s annual
consolidated financial statements for the year then ended. _

Adoption of accounting policy

During 2005, as a result of the adoption of a Long-term Incentive Plan for employees and a Deferred Stock
Unit plan for independent directors (note 10), the Company adopted the recommendations of the Canadian
Institute of Chartered Accountants' ("CICA") Handbook Section 3870, "Stock-Based Compensation and Other
Stock-Based Payments”, which requires that stock-based compensation awarded to non-employees, direct

" awards of stock, awards that call for settlement in cash or other assets or stock appreciation rights awarded to
employees be recognized on a fair value basis as an expense. Under this policy, the fair value of the earned
or awarded amounts is estimated on the grant date and such amount is recorded as compensation expense
over the related vesting period with a corresponding increase to contributed surplus for those awards granted
to employees and to liabilities for non-employees.

Use of estimates

The preparation of financial statements in accordance with Canadian GAAP requires management to make
assumptions and estimates that affect the reported amounts of assets and liabilities at the dates of these
consolidated interim financial statements, the reported amounts of revenue and expenses for the periods, as well |
as the disclosure of contingent assets and liabilities at the dates of these consolidated interim financial
statements. These estimates are subject to uncertainty. Changes in estimates are recorded in the accounting
period in which these changes are determined.
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NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS (unaudited)
(Al amounts in thousands of dollars except for per share amounts)

2. INVESTMENTS

- Tables 2.1 and 2.2 reflect the Company's investments. Fixed income securities and preferred shares are
. classified by type of issuer and investment grade.

Table 2.1 : As at March 31, 2005 )

: Book Fair Gross - Gross
vajue valug unrealized gaing unrealized lossas
Fixed incoma securities * )
- Investment grade . ! .
Govemment and govemment guaranteed $1,931,815 $1,978,251 $47 342 $ 006
Corporats | - : 1,090,695 1117471 28,268 1,492
Asset-backed 351,061 386,597 5625
Below investment grade @ 8,550 5628 4 a72
Not rated 16,318 17,026 708 .
Total fixed income securities 3,428,448 3,504,973 81,084 3459
Mortgage loans " 77,588 81,411 3823 -
Preferred shares
investment grada ¢ 1,158,952 1,200,204 48,920 7578
Below investment grade ® 14,560 . 17957 3,307 -

Totzl preferrod shares 1,173,512 1,218,251 52,317 7,578

Common shanss ¥ 1,053,845 . 1,118,220 84,439 20,164

Othar Investments 162,968 162,968 - -

$5.504,481 " $6,085,823 $222,563 $31.201

Table 2.2 As at Decoernber 31, 2004

Book Fair - Gross Gross
value value unrealized gains unrealized osses

Fixed Incoma securities ©

Invastment grade * .

" Govemment and govemment guarantoed . $1,805,736 $1,854,040 $ 49,348 $ 144
Corporate ) 1,330,892 1,365,032 34,924 785
Asset-backed 523,381 531,900 8,550 31

Bolow investment grade ¢ 8,771 7.666 2 1,127
Nat rated 16,318 17,000 691 -
Total fixed income securtties 3,685,099 3,776,547 83,535 2,087
- Mortgage loans 78,699 83,287 4,583 -

Preferred shares :

Invesiment grada @ 1,051,792 1,115,442 66,566 2,916
Below ivestment grade ¢ 17.837 20,895 3,174 116

Total praferrad shares 1,069,629 1,136,337 69,740 -3,032

Common shares ¥ 897,707 1,077,195 90,622 1,134

Other investments 179,271 179,271 - -

$6,010,405 $6,252,637 $258,485 $16,253




ING CANADA INC.

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS (unaudited)
(All amounts in thousands of dollars except for per share amounts)

2. INVESTMENTS (continued)

a) Fixed income securities include private placements and fixed income units of ING Funds {note 5). The book
value of the private placements was $39,009 at March 31, 2005 (December 31, 2004 - $38,764) and their
fair value was $38,346 at March 31, 2005 (December 31, 2004 - $38,366). The book value of the fixed
income units was $16,318 at March 31, 2005 (December 31, 2004 - $16,318) and their fair value was
$17,026 at March 31, 2005 (December 31, 2004 - $17,009).

b) Common shares include equity units of ING Funds (note 5). The book value of these units was $138,256 at
March 31, 2005 (December 31, 2004 - $138,730) and their fair value was $151,829 at March 31, 2005
{December 31, 2004 - $150,980). )

c) The Company uses Dominion Bond Rating Services (“DBRS") and Standard & Poor’s ("S&P”") to rate fixed
income securities. Under the Company's updated practice, fixed income securities with a rating equal to or
above BBB- (previously A-) are classified as investment grade and other rated fixed income securities are
classified as below investment grade. Comparative figures have been reclassified to conform to the
presentation adopted in the current period.

d) The Company uses DBRS and S&P to rate preferred shares. Under the Company's updated practice,
preferred shares with a rating equal to or above P3 low (previously P2 low) are classified as investment
grade and other rated preferred shares are classified as below investment grade. Comparative figures
have been reclassified to conform to the presentation adopted in the current period.

e) Other investments include loans and strategic investments.

The Company has investments in certain common shares and income trust units pursuant to a market neutral
strategy. The objective of this strategy is to maximize the value added from active management. The strategy
consists in having both long and short equity positions. Long and short positions are accounted for at cost.
Short positions are presented in the consolidated balance sheets as other liabilities. .’

Table 2.3 summarizes the Company’s long and short positions pursuant to the market neutral strategy.

Table 2.3 As at March 31, 2005 As at December 31, 2004
Boock Fair Book Fair
value value vahue . value

Long $49,035 $50,872 $41,266 $42,082

Short 47,536 50,748 38,035 41,587

The Company provides collateral as security for funds received pursuant to the sale of short securities. At
March 31, 2005, the book value of the collateral was $47,538 (December 31, 2004 -$39,641)

To assess impairments, management reviews available current information for investments with fair values
below their book values to ascertain whether the bock values are expected to be recovered. The impairment for
the three months ended March 31, 2005 was nil ($395 for the three months ended March 31, 2004).
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- NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS (unaudited)
{All amounts in thousands of dollars except for per share amounts}

3.  DERIVATIVE FINANCIAL INSTRUMENTS

The Company uses derivative financial instruments to manage financial risks arising from fluctuations in foreign
* exchange rates and cash flows. The Company’s policy is to not utilize derivative financial instruments for trading
- or speculative purposes. o '

Table 3.1 summarizes the derivatives used by the Company, their notional amount and their fair value. Positive
fair values are recorded as other assets and negative fair values as other liabilities.

i
| .Table 3.1 As at Marg'l 31, 2005 As at December 31, 2004
| ; Notional Positive Negative Notional Positive “Negative
'l amount fair value - fair value amount fair value tair value
‘I
I ‘Foreign exchange risk
Forwards scid $40404 $ wu $- $398,680 H - £39
” Forwards bought 4471 . . 3 540 - -
!] Cash flow risk ' :
Foreign cumency swaps 14972 2,582 - 14972 2,408 -
| ‘ $59,007 $2,616 53 $55,192 $2,406 339
. " Table 3.2 provides a summary of the remaining terms to maturity of the derivatives.
| . .
Table 3.2 As at March 31, 200% As at December 31, 2004
Term to maturity (notional amount) Temn to maturity (notiongl amount)
One yoar or One yoar o Over five One year or One yoar o Overfive
loss five yoars years lass five yoars . years
Forwards $44,965 $ - $ - $40,220 L $ -
Foreign currency swaps - 6,468 8,504 .- 6468 . 8,504
$44965 - $846B $8,504 $40,220 $6.468 $8,504
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ING CANADA INC.

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS (unaudited)
{All amounts in thousands of dollars except for per share amounts)

4. POLICY LIABILITIES .

Provisions for policy liabilities are established to reflect the estimate of the full amount of all liabilities associated
with the insurance policies at the consolidated balance sheet dates, including claims incurred but not reported.
The ultimate cost of these liabilities will vary from the best estimate made for a variety of reasons, including
additional information with respect to the facts and circumstances of the claims incurred.

Unpaid claims and adjustment expenses

Tablo 4.1 As at March 31, 2005 As at December 31, 2004 °
Direct * Assumed ¥ Cedod" Direct ®. Assumed ® Ceded®
© Auto : liability - §1,854,640 s 17 * § 67,832 $1,850,330 s - $ 77,039
Auto : personal accident . 767,659 - 31,083 770,297 . 32,153
Auto : other 85,031 8 2 101,582 . 181
Property 637,472 1,554 302,735 610,309 1827 314450
Lisbility 853,878 728 230,615 818,624 763 189,007 .
Other : 57,136 10,338 63,488 58,692 10337 84391,
$4.255 517 $12,643 $695,795 $4,210,034 $12.927 $667.201

a) The aggregate of direct and assumed unpaid claims and adjustment expenses $4,268,160 (December 31,
2004 - $4,222 961) is shown as unpaid claims and adjustment expenses in the consolidated balance sheets.

b) Ceded unpaid claims are referred to as reinsurers’ share of unpaid claims and adjustment expenses in the
consolidated balance sheets.

The provision for unpaid claims and adjustment expenses is first determined on a case-by-case basis as claims
are reported and then reassessed, as additional information becomes known. It incorporates an additional
provision to account for the future development of these claims including claims incurred but not reported. In
estimating the provision for unpaid claims and adjustment expenses, standard actuarial techniques are used.
These techniques are based on historical loss development factors and payment patterns. They require the use
of assumptions such as loss and payment development factors, future rates of claim frequency, future rates of
claim severity, inflation, reinsurance recoveries, expenses, changes in the legal environment, changes in the
regulatory environment and other matters, taking into consideration the circumstances of the Company and the
nature of the insurance policies.
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s NOTES TO CONSOLIDATED INTERIM FINANCiAL STATEMENTS-(unaudited)
I (All amounts in thousands of dollars except for per share amounts)

{4, POLICY LIABILITIES (continued)

Unearned premiums

'Table 4.2 : As at March 31, 2008 As at December 31, 2004
Direct © Assumed © Ceded @ Diroct Assumed 9 Caded 9

Auto : liability $ 559,890 s . $ 2,104 . § 620367 $ 50 _$ 3,108
Auto : personal accident 177,520 - an © 198619 ' - 865
Auto ; other - 507,331 T 452 - 547,998 - 908
Property : , 603,320 2,105 26,468 764420 . 3289 40,099
Liability o : 154,631 1,242 " 9688 167,253 ‘2394 14,838
Other K : 32,280 148 17.215 36,386 251 18,581

$2,1265,032 $3,493 | $56,302 $2,335,043 $5,954 $78,199

¢) The aggregate of direct and assumed uneamed premiums $2,128,525 (Deoember 31, 2004 - $2,340, 997) is
shown as unearned premiums in the consolidated balance sheets.

d) Ceded uneamed premiumns are referred to as reinsurers' share of uneamed premlums in the consolidated
balanoe sheets.

The provision for unearned premiums is calculated on a pro rata basis from the unexpired portion of the
premiums written and is validated through standard actuarial techniques to ensure that it is sufficient to cover the
estimated future costs of’servicing these policies and related claims. In estimating these future costs, the
Company uses discounting techniques and adds a provision for adverse deviation to the discounted amount.
There was no premium deficiency at the consolidated batance sheet dates.

The Company considers that the fair value of unpaid claims and adjustment expenses, as well as the fair value
of uneamed premiums approximate their book value.

Pursuant to the acquisition of Allianz {note 1), a series of restructuring transactions (the “Restructuring”) requiring
Allianz to transfer a portion of its business (the “AGR Business") to the Canadian branch of Allianz Global Risks
LS Insurance Company ("AGR") will be completed during the course of the year. Until regulatory approval is
obtained for the Restructuring, the AGR Business is subject to a quota share agreement with Allianz Global
Risks Rockversicherungs AG. Consequently, the AGR Business has no net impact on the consolidated interim
statement of income of the Company for the three months ended March 31, 2005.

Table 4.3 shows thé impact of the AGR Business on the consolidated balance sheets.

Table 4.3 As at March 31, 2005 As at December 31, 2004
.Unpaid claims and adjustment expenses $12,643 $443.439 $12,927 T S447.102

Lneamed premiums 3,493 . 40,147 5954 61,523 -
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NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS (unaudited)
(All amounts in thousands of dollars except for per share amounts)

5.

RELATED PARTY TRANSACTIONS

The Company enters into transactions with the controlling‘shareholder, ING Groep, and companies that are

~ subject to common control or management. These transactions consist of management and advisory expenses,

financing charges, as well as advisory fee income. These transactions are carried out in the normal course of
operatlons Accordingly, they are measured at the exchange amount and are settled on a regular basis.

Table 5.1 summarizes the impact of reinsurance ceded to af'ﬁllated companies on the consolidated interim
statements of income.

Tabla 5.1 For the thiee moniths ended March 31

2005 2004
Ceded premiums eamed ' . : _ . $(12,609) $(13,522)
Ceded claims and loss adjustment expenses 6,434 5,390
Loss before income taxes ' : $(6.175) $(8,232)

Table 5.2 summarizes the other types of transactions with affiliated companies.

Table 5.2 ) ) ) For the three months ended March 31

. 2005 2004

. Advisory fge income ’ ' , $2,341 A $2,001
Ganeral expensas ’ ' . 7 4,240 . 3,765

interest expensa . 1,991 2,549

Table 5.3 summarizes the inter-company balances.

Table 5.3 7 - As at March 31, 2005 As at Decomber 31, 2004

Reinsurance payable - . ) $5,927 ' : $ 65
Interest and other payables Lt 564 2,960

Effective January 1, 2004, the Company commuted a quota share agreement with an affiliated company.
Consequently, the Company assumed $665,000 in prewously ceded policy liabilities and received an equivalent
amount of investment assets. :

In 2000, a subsidiary of the Company launched a series of mutual funds under the ING brand name for
distribution in Canada. The Company acts as the funds’ manager and advisor. Subsidiaries of the Company
have investments in the units of these funds (note 4). The fair value of these investments represented 39.9% of
the funds’ total falr value at March 31, 2005 (December 31, 2004 — 45.9%). The Company has decided to-exit its
fund management activities. To that effect, the Company announced, on March 30, 2005, that it had agreed to
merge in the third quarter of 2005, thiteen ING Funds into the funds of a major unrelated investment
management company and furthermore to sell to that company one ING Fund. The Company will also terminate
the other five ING Funds on or about July 8, 2005. .

A The Company does not expect to incur significant incremental expenses or asset impairment charges as a result

of its exiting fund management activities. Furthermore, these transactions will not have a material impact on the
Company’s results.
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;
"4 6.

INCOME TAXES

Table 6.1 explains the difference, expressed in percentage, between the income tax expense and the amount
that would have been computed if the federal and provincial statutory rates had been applied to consolidated
income before taxes:

Table 6.1 ' . For the three months ended March 31
2005 2004
% %
income tax expense calculated at statutory mtes ' . ' K u2 ' 13
Increase tdeaeasa-) rasufting from :
Non-taxable dividends e - @D
Tlax on lame corporations - ’ oS
Non-deductible expenses 07 32
Non~taxable portion of capitat gains - 09
Other {net} (A 0.5
tncome tax expense ' : - - 30.7 124
PENSION PLAN INFORMATION

The Company has several defined benefit pension plans, as well as defined contribution pension plans. The
Company recorded defined benefit pension income of $726 for the three months ended March 31, 2005 ($746

* for the three months ended March 31, 2004). For the defined contribution plans, the expense and the employer

contributions were $585 for the three months ended March 31, 2005 (nil for the three months ended March 31,
2004).

The Company partly finances several other retirement plané offering life insurance and health benefits which

are closed to new participants. For these other plans, the Company recorded an expense of $217 for the three .
months ended March 31, 2005 {($142 for the three months ended March 31, 2004).

DEBT OUTSTANDING

. Table B.1 summarizes the Company's loans and lines of credit.

Table 8.1

kssuver Maturity Rate As ot March 31, 2005 As at December 31, 2004
ING Verzekeringen, N.V. ‘ August 27, 2008 " B2T% $127,000 $127.000
ING Insurance Intemational, N.V. * ' _ . - 129230

Royal Bank of Canada ¥

$127.000 $258,230

(a) Non-interest bearing promissory note, representing the outstanding balance arising from the redemption
of preferred shares. The note was fully repaid in January 2005, following the exercise of the over-aliotment
option granted to the underwriters as a result of the initial public offering (note 1).

{b) Uncommitted revolving credit facility in the amount of $50,000, which may be drawn as primary loans at the
prime rate or as bankers' acceptances at the bankers' acceptance rate.
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9.

10.

- performance target.

SHARE CAPITAL

Pursuant to the underwriters’ agreement for the prospectus'. the underwriters were granted an over-allotment
“option to purchase up to an additional 5,232,000 common shares at the offering price of $26.00 per share
within thirty days from the date of the closing of the offering. The option was exercised in full on January 13,
2005, generating net proceeds of $129,230 and increasing share capital by $131,556 after tax.

Table 9.1 summarizes the Company’s share capital.

Table 9.1 As at March 31, 2005 As at December 31, 2004

issued and Issued and
Authortzed outstanding Amount Authorized outstanding Amount
Classes of shares (shares) ' {shares) (shares) {shares)
Commeon Unlimited 133,732,000 $1,183,846 Untimited 128,500,000 $1,052,290
Cless A o Unfimited . - Unlimited . .
Special ¥ ' . One 1 L. One 1 -
$1,183,846 $1,052,290

a) The Special Share is convertible into one common share. The beneficial cwner of the Special Share is
entitled to nominate and elect a certain number of directors to the board and appoint the chief executive
officer, as determined by the number of common shares that the holder of the Special Share beneficially
OWNS, :

STOCK-BASED COMPENSATION

On February 16, 2005, the Board of Directors of the Company approved a Long-term Incentive Plan for certain
key employees. Under that plan, these employees are awarded performance units (one performance unit
equals one common share of the Company) as a portion of their compensation. Each award vests and pays
out at the end of a three-year performance cycle. The payout varies based on a performance target driven by
the Company's three-year average return on equity relative to that of the Canadian property and casualty .
insurance industry. The payout may only be in common shares. Accordingly, this type of compensation is
recognized as an expense with a corresponding increase to contributed surplus.

Members of the Company's Board of Directors who are not officers or employees of the Company or its
affiliates receive compensation in the form of Deferred Share Units (“DSU") and may elect to receive other
compensation in the form of DSU's or cash. A DSU represents an amount owed by the Company to the
directors and has the same value as one share of the Company at the date of the grant. These DSU’s may not
be paid out until such time that the director leaves the Board. Payment may be in cash or common shares of
the Company, at the option of the directors. Accordingly, director compensation is recognized as an expense
and a liability.

The Company will purchase the shares awarded under these stock-based compensation plans in the market.
The aggregate amount charged to compensation expense for these plans was $318 for the three-month

period ended March 31, 2005. The expense is based on the fair value of the awards at the dates of the grants
and represents management's estimate of the payout by reference to the achievement of an expected
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1.

.13,

EARNINGS PER SHARE

Table 11.1 ' For the three months ended March 31

2005 . 20047

Basle earnings per share

Net income avaitable to common shareholders $158.489 - $115,100
' Average numbert of common shares (in thousands) 132978 83,620
Basic eamings per share $1.19 13-
Diluted eamings per share . .

Nat income available to common shareholdars 158,489 : $115,100

Adjusted net income available to common shareholders ] $158.488 $115,100

Average number of diluted common shares (in thousands) 132978 93,620
Diluted eamings per share ) $1.19 $1.23

12.

1} For comparative purpases, the number of common shares reflects the reorganization of capltat as if it had occurred on January 1, 2004.

INTEGRATION COSTS

In connection with the acquisition of Allianz, the Company recorded integration costs as part of the purchase
price. These costs represent the amounts the Company expects to incur in relation to the integration of the
operations of Allianz and consist of provisions for involuntary employee terminations, redundant lease space,
discontinuance of information systems and regulatory policyholder notification requirements.

The outstanding balance of these integration costs was $31,300 at March 31, 2005 (December 31, 2004 -

$34,518). The Company expects to incur these costs over the next nine to fifteen months.

SEGMENTED INFORMATION

The Company’s core business activity is property and casualty insurance. Property and casualty operations
include two manufacturing segments and the investment segment. The manufacturing segments are personal
lines and commercial lines. Classes in the personal lines segment include automobile and property. Classes
in the commercial lines segment encompass commercial property and liability, automobile, surety, marine, as
well as niche products that are targeted towards limited markets requiring specialized underwriting and claim
settlement. The effect of reinsurance is reflected in the revenue and results of the manufacturing segments.
The investment activities consist of managing the investment portfolio for the Company as a whole.
Investment income is shown net of investment expenses. Non property and casualty segments include
corporate and other activities, as well as realized investment and other gains. Corporate and other activities
include miscellaneous sources of income such as commissions and advisory fees and related expenses, the
Company's share of net income from long-term investments and expenses pertaining to non-recurting items
such as acquisitions whose effects are not allocated to any other segment.
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13. SEGMENTED INFORMATION (continued)

For the three months ended
Table 13.1 March 31, 2005 March 31, 2004
Revenue
Property and casualty insurance :
Personal insurance $ 675,778 $571,607
Commercial insurance 292 225 246,094
Investment 73,783 60,319
Total property and casualty insurance 1,041,786 . 878,110
Corporate and other . 14,324 5419
Realized investment and cther gains 42,739 72,045
Total revenue $1,098,849 $955,574
Income (loss) before income taxes
Property and casualty insurance
Personal insurance 80,402 23,054
Commaercial insurance 34,542 20,392,
Investment 68,142 58,021
Total property and casualty insurance 183,086 101,467
Corporate and other 2,797 (3,131)
Realized investment and other gains 42,739 72,045
Tota! income before income taxes 228,622 : 170,381
' As at
March 31, 2005 December 31, 2004
Assets
Property and casualty insurance 8,932,970 9,230,609
Corporate and other 453772 432,515
Total assets $9,386,742 $9,663,124
Thrae months ended Year endod
March 31, 2005 December 31, 2004

Goodwill acquired

- 32,526

Property and casualty insurance
Corporate and other - 14,229
- 46,754

Total aoodwill acquired

Press enquiries:

Gilles Gratton - Director, Corporate Cohmunibations, Tel: 416-217-7206

Email: gilles.gratton@ingcanada.com

Investor enquiries:
Brian Lynch - Investor Relations Consultant, Tel: 416-941-5181
Email: brian.lynch@ingcanada.com
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ING Canada Reports Continued Strong Earnings: '33 . jfil

ING Canada Inc. (TSX: lIC.LV) reported net income of $223.6 million for the quarter’ ended “fune ™
30, 2005 up 29.7% from $172.3 million in the same period of the preceding year. Revenues, for

the second,quarter amounted to $1,112.3 million, a 23.5% increase from $900.9 million’in the
correspending quarter of 2004.

For the first six months of 2005, net income amounted to $382.1 million up 33% from $287.4
million in the same period of the previous year, on increased revenues of $2,211.2 million from
the $1,856.5 million recorded in the first six months of 2004.

The results for both the quarter and the first éix months of the year were driven by the continued
strength of the underwriting results and higher investment income and realized investment gains.

Basic and diluted pro-forma earnings per adjusted share for the quarter amounted to $1.67
compared to $1.34 (basic) and $1.29 (diluted) in the corresponding period of 2004. Earnings per
adjusted share reached $2.86 for the first six months of 2005 versus $2.24 (basic) and $2.15
(diluted) last year. The earnings per adjusted share figures were retroactively determined as if the
shares issued as a result of last December’s initial public offering (“tPO”) had been outstanding
throughout 2004. Under Canadian generally accepted accounting principles, the earnings per
share for the second quarter amount to $1.67 compared to $1.84 for the corresponding period of
2004. For the first six months of 2005, earnings per share were $2.86 compared to $3.07 in the
same period of 2004. The reduction in earnings per share reflects the higher number of shares
outstanding this year following the 2004 {PO.

'ING Canada also announced that it has declared a quarterly dividend of 16.25 cents per share on

its outstanding common shares, payable on September 30 to shareholders of record on
September 20.

Claude Dussault, president and CEO commented: “ING Canada delivered strong growth and solid
earnings in the second quarter as a result of the positive contribution of Allianz Canada and our
efforts to pursue profitable organic growth. The strength of our underwriting activities has also
been supported by solid performance from our investment portfolio.”

“Our personal automobile insurance business performed strongly during the quarter as a result of

~ continuing low claims frequencies, favourable reserve developments and the positive contribution

of industry pools. Consumers also continued to benefit from lower automobile premiums with an




average 8.4% rate reductioh so far this year. Results of our personal and commercial insurance
activities remain strong despite the impact of the June storms that hit many communities across

the country, especially in Southern Alberta.”

Current Outiook

Industry returns in automobile insurance are likely to exceed historical levels for the coming
twelve months. In the short term, the sustainability of the positive impact of the reforms adopted
by various governments and potential rate reductions will be the key drivers of the industry
performance in this line of business.

Commercial insurance similarly continues to yield returns in excess of historical levels although
prices are softening. Non-residential construction costs are increasing and we are encouraging
our brokers to ensure that their commercial customers maintain adequate insured values.

Overall, we expect the industry’s growth rates for the next twenty-four months to be below
historical levels. Furthermore, the underwriting results of the industry will not remain at the
favourable levels experienced in 2004 and thus far in 2005. We believe that ING Canada, with its
scale advantage, underwriting discipline and pricing sophistication, is well positioned to capitalize
on the above conditions and continue to outperform the industry’s return on equity for the
foreseeable future. Furthermore, our distinct product and service proposition delivered through a
multi-channel distribution network will be a key driver in fuelling organic growth. '

Financial Summary

2005 - 2004 Change 2005 - 200

2004 Change
Q2 Q2 6-month  6-month -

Direct Premiums Written (3 million) 1,1714 10434 12.3%. 19934 17712 = 125%
Underwriting Income ($ million) 179.8 1745 3.0% - 2947 218.0 35.2%
Netincome ($ million}) - . 2236 1724 29.7% 3821 2874 33.0%
Earnings per share (in dollars)* - 1.67 184 (9.2)% 2.86 3.07 (6.8)%
Basic and diluted '
Earnings per adjusted share 1.67 134 246% 2.86 2.24 27.7%
(in dollars)** '
Basic pro-forma .
Eamings per adjusted share - 1.67 1.29 29.5% 2.86 2.15 33.0%
(in dollars)**
Diluted pro-forma _
Return on equity - last 12 months 378% 34.3% 35
Return on equity — Q2 annualized 36.8% 57.9% (21.1) ) ‘
Combined ratio 81.2% 78.9% 2.3 84.7% 86.8% (2.1)

* Earnings per share figures were determined under Canadian generally accepted accounting
principles, taking into account the lower number of shares outstanding in 2004 prior to the
December 1PO.




**Each of the basic and diluted earnings per adjusted share are calculated on a pro-forma basis
as if the 128.5 million and 133.7 million shares issued following the December 2004 IPQO and the
January 2005 exercise of the over-allotment option, respectively, were outstanding during the first
six-month periods of 2004 and 2005. However these figures have not been adjusted to reflect the
potential effect of the use of proceeds on the investment income for the second quarter and the
first six months of 2004.

Financial Highlights

Net income for the quarter increased 29.7% compared to the sarhe quarter of last year to
amount to $223.6 million. For the first six months of the year 2005, net income amounted
to $382.1 million, up 33% from the corresponding period of 2004.

Revenues for the second quarter increased 23.5% to $1,112.3 million from $900.9 million
in the corresponding quarter of the previous year. Net premiums earned increased by
15.4% to reach $955.8 million mainly as a result of the acquisition of Allianz. Investment
income increased 52.4% to reach $95.4 million as a result of the growth in invested
assets. Realized gains on the sale of investments increased from $6.0 million to $46.7
million as a result of favourable equity and fixed income markets. Tota!l income before
income taxes for the quarter increased 35.6% to $323.6 million.

For the first six months of the year, revenues increased 19.1% to $2,211.2 million. Net
premiums earned increased by 16.9% to $1,923.8 million. Investment income increased
37.7% to reach $171.9 million while the realized gains on the sale of investments
increased from $78.1 million to $89.5 miillion. Total income before income taxes increased
by 35% to $552.3 million in 2005.

Shareholders’ equity increased by 22.9% since the beginning of the year to $2,530.8
million at the end of the second quarter as a result of increased eamnings during the first
haif of the year and the exercise of the IPO over-allotment option in January. Our debt to
total capital declined to 4.8%.

Business Highlights

Direct written premiums continued to grow and underwriting income remained strong
driven by the performance of the automobile insurance portfolio.

Direct written premiums increased 12.3% during the quarter to reach $1,171.4 million. The
increase is attributable to the acquisition of Allianz Canada and an increase in the number
of risks insured, which offset an average rate reduction of 7% in personal automobile
insurance during the quarter and lower premiums written on behalf of industry pools. The
growth in the number of insured risks remained strong at 15.7% for the quarter. Personal
lines insurance direct written premiums increased by 9.5% to $796.4 million while
commercial insurance premiums grew by 18.7% to reach $375.1 million. For the first six
months of the year, direct written premiums increased by 12.5%.

Underwriting income remained strong at $179.8 million during the quarter. For the year to
date underwriting income is up $76.7 million compared to the first six months of 2004.
These results were achieved despite the impact of the storms that hit Southern Alberta in




June, which resulted in é $43 million charge to our underwriting income and a 4.0%
deterioration in the combined ratio during the second quarter. Allian2’s contribution to the
underwriting income amounted to $33.5 million during the quarter and $43.3 mIIllon for the

first six months.

"« The strength of personal automobile insurance results continued with an underwriting |
income of $145.9 miillion in the second quarter, as a result of continued low claims N
frequencies, favourable reserve developments and hlgher underwriting income derived
from industry pools. :

e Our commercial lines activities contributed $64.9 million in underwriting income during the
quarter and $99.4 million for the first six months. The claims ratio in commercial lines
increased by 4.9 percentage points during the second quarter to reach 43.8%. Nearly half
of the increase is attributable to-June storms that hit Alberta. :

| Corpqrate Developments

e On July 31, the company concluded the sale of the renewal rights of ING Insurance's $13

"~ million commercial marine business to Royal & SunAlliance. ING Insurance will however
continue to provide insurance to individual yacht owners as part of their home or cottage
coverage. ' T ' - ,

On August 5, the investment management subsidiary of ING Canada, ING Investment -
Management, closed the merger of 13 ING mutual funds into AGF Funds and the
acquisition of the ING Canadian Dividend Income Fund by AGF Funds Inc. ING IM will act .
as the exclusive sub-advisor for AGF Dividend Income Fund.

While these transactions are not material, they will allow ING Canada to continue to further
concentrate its activities on its core personal and commercial insurance markets.

e As part of the investigations launched by the Autorité des marchés financiers, the
regulatory agency that supervises the financial services sector in the Province of Quebec,
we, along with over 70 businesses — insurers, related companies and brokerages — have
received formal requests during the second quarter to provide information to the AMF. The
investigations focus primarily on transparency and the disclosure to consumers of
business ties between insurers and brokers, the appearance of conflicts of interest and
commercial practices. We are cooperating with the AMF in its investigations.

Conference Call
ING Canada will. host a conferénce call to review its earnings results today at 10:00 am EDT. To

listen to the call via live audio webcast and to view the presentation slides, visit our website at
www.ingcanada.com and click on “Investor Relations”.

The conference call is also available by dialling 617-614-3474 or 1-800-706-7749 (toll free in
North America). The passcode is 51957322. Please call ten minutes before the start of the call.

A playback of the call will be available starting at 12:00 p.m. EDT on August 11 through 5:00 p.m.
EDT on August 18. To listen to the replay, call 617-801-6888 or 1-888-286-8010 (toll free in North




Amerlca) The passcode is 57096615, A transcrlpt of the call will also be available on ING
Canada’s website.

About ING Canada

ING Canada is the largest provider of property and casualty insurance in the country, offering

automobile, property and liability insurance to individuals and businesses through its insurance

subsidiaries.
Media enquiries: A
Gilles Gratton - Director, Corporate Communications, Tel: 416- 217—7206

Email: gilles. qratton@lnqcanada com

Investor enquiries:
Brian Lynch — Director, Investor Relations, Tel: 416-941-5181
Email: brian.lynch@ingcanada.com



MANAGEMENT DISCUSSION AND ANALYSIS

August 11, 2005

The following discussion and analysis of our financial condition and resu!ts of operations should
be read in conjunction with our consolidated interim financial statements (unaudited) and
accompanying notes included at the end of this report, as well as “Management’s Discussion and
Analysis of Financial Condition and Results of Operations”, and the financial statements included
in the Company’s 2004 Annual Report to Shareholders. Additional information relating to ING
Canada, including the Annual Information Form, may be found on SEDAR at www.sedar.com. It
contains forward-looking statements that involve risks and uncertainties. Our actual results could
differ materially from those anticipated in these forward-looking statements as a result of various
factors, including those discussed below or in our 2004 Annual Report. Certain fotals, subtotals
and percentages may not reconcile due to rounding. k ‘

Current Outlook
We believe that several key factors will affect the property and casualty (‘P&C") insurance
industry in the coming twenty-four months. :

Given the importance of automobile insurance, provincial regulatory changes affecting this line of
business are expected to continue to impact the performance of the P&C insurance industry.
Based on the experience to date, the various reforms continue to be effective at containing and
stabilizing claims costs. As a result, product availability and affordability are being restored.
Sustainability of the cost containment measures as well as potential rate reductions will be the
key drivers in the short term. ‘

The low levels of automobile claims frequency observed in 2004 appear to be holding in 2005,
We believe it will either return to levels higher than current ones or competitive pressuré will lead
to further premium reductions. Industry returns in automobile insurance are Ilkely to exceed
historical levels for the coming twelve months.

Favourable experience in commercial insurance in the last three years and the strengthening of
the P&C insurance industry's capital position will likely accelerate competition in commercial
insurance. While we are seeing price softening, current price levels in general yield returns above
historical levels. We remain disciplined in pricing and underwriting while committing to superior
service to our brokers and commercial customers.

Furthermore, increases in non-residential construction costs will put additional pressure on
underwriting margins in commercial insurance. We are therefore working with our brokers to
ensure that insured values for our commercial customers are adequate.

Overall, we expect the industry’s top-line growth rates for the next twenty-four months to be below
historical levels. We also expect that the underwriting results of the industry will not remain at the
favourable levels experienced in 2004 and thus far in 2005.

Management believes that ING Canada, with its scale advantage, underwriting discipline and

. pricing sophistication, is well positioned to capitalize on the above conditions and continue to

outperform the industry’s return on equity for the foreseeable future. Furthermore, our distinct




product and service proposition delivered through a multi-channel distribution network wm bea
key driver in fuelling organic growth.

Overall Performance
Net income

Net income for the three months ended June 30, 2005 (“Q2 05") was $223.6 million up $51.3
million, or 29.7%, from $172.3 million for the three months ended June 30, 2004 (“Q2 04"). Net
income was $382.1 million for the six months ended June 30, 2005 (“YTD 05") up $94.7 million, or
33 O%, from the six months ended June 30, 2004 (“YTD 047).

These results, which include the addition of Alllanz (acquired in December 2004) reflect the
continued strength of our underwrltlng activities, solid growth in investment income and a
significant increase in realized gains on the sale of investments. Despite the losses incurred
following the June 2005 storms in Southem Alberta, our underwriting results remained strong
thanks to the continued profitable growth of our persona! automobile portfolio which benefited
from low claims frequency, positive reserve development and improved results from industry
pools in which we participate.

Shareho_lders' equity

Shareholders’ equity increased by $471.2 million, or 22.9%, to $2,530.8 million at Q2 05 -
compared to December 31, 2004. In addition to the net income of $382.1 million, the exercise of
the over-allotment option'in January 2005 from our initial public offering in December generated
an increase in shareholders’ equity of $131.6 million. The proceeds of the over-allotment option
were used to repay debt of $129.2 million. Cumulative dividends of $43.5 million were also paid,
reducing shareholders’ equity.




The summary ﬁna'ncial data set forth in the following tables have been prepéred in accordance
with Canadian generally accepted accounting principles (“GAAP”) and have been derived from

our consolidated interim financial statements for the three and six months ended June 30, 2005.

(in millions of dollars)

Direct premiums written

Total revenue

Underwriting income

Net income

Earnings per share (in dollars)
Basic and Diluted

(in miltions of dollars)

Investments

Total assets

Debt outstanding

Total shareholders' equity

Three months ended
June 30
. 2005 2004
$1.1714 $1,0434
1.112.3 900.9
1798 174.5
2236 172.3
167 1.84
As at June 30
2005
$6,257.6
9,937.2
127.0
2,5308

Six months ended
June 30

2005 o 2004
$1,993.4 $1.771.2
2,211.2 1,856.5
294.7 - 2180
3821 2874
2.86 C 307

As at December 31
2004

$6,0104
9,663.1
256.2
2,059.6

The following table shows selected financial ratios and Return on Equity ('ROE") data.

Claims ratio
Expense ratio
Combined ratio

ROE

ROE of our P& C insurance subsidiaries®

Three months ended

2005
51.6%

29.6%
81.2%

June 30
2004
49.7%

- 29.2%
76.9%

Six months_ ended

June 30
2005 2004
55.1% 58.0%
296% 28.8%

84.7% 86.8%

Twelve 'months ended

June 30
2005 2004
37.8% 34.3%
37.2% 29.3%

(1) Represents our net income for the twetve months ended on the date indicated divided by the average
shareholders' equity over the same twelve-month period.

(2) Represents net income of our P&C insurance subsidiaries for the twelve months ended on the date indicated
divided by the average shareholders' equity of our P&C insurance subsidiaries over the same twelve-month
period. Our P&C insurance subsidiaries consist of Belair Insurance Company Inc., ING Insurance Company of
Canada, ING Novex Insurance Company of Canada, The Nordic Insurance Company of Canada and Wellington
Wamanty Company Inc. After November 30, 2004, the results of our P&C insurance subsidiaries consist of those
results of the above-mentioned subsidiaries, as well as those of the subsidiaries of Allianz : Allianz Insurance
Company of Canada and Trafalgar Insurance Company of Canada. :




Revenue

Our revenue increased by $211.4 million, or 23.5%, to $1,112.3 million in Q2 05 compared to
$900.9 million in Q2 04. For YTD 05, revenue was up by $354.7 million, or 19.1%, to $2,211.2
million compared to $1,856.5 million for YTD 04. The Allianz acquisition generated the primary.
revenue growth in net premiums earned while investment income in our P&C operations together
with commission and advisory fees in our affiliated brokerage operations represented strong
contributors to revenue. In addition, both realized and unrealized investment gains in the equity

and fixed income portfolios were up significantly in the quarter due to the strong performance of
those markets. ' ' '

Direct premiums written were up $128.0 million, or 12.3%, in Q2 05 compared to Q2 04 and

$222.1 million, or 12.5%, in YTD 05 compared to YTD 04 primarily due to the acquisition of
Allianz. - ' :

The number of insured risks, defined as the number of vehicles in automobile, the number of
premises in personal property and the number of policies in commercial other (which includes all
commercial lines of business excluding commercial auto) grew 15.7% in Q2 05 (YTD 05 : 17.4%)
including 3.9% for Q2 05 (YTD 05 : 4.2%) from organic growth. Lower premiums from industry
pools and rate reductions in personal automobile served to dampen growth however in direct
premiums written. ‘

Net premiums earned increased by $127.8 million, or 15.4%, to $955.8 million in Q2 05' compared

to $828.0 million in Q2 04. For YTD 05, the increase in net earned premiums was $278.0 million,

or 16.9%, to $1,923.8 million compared to $1,645.8 million a year ago. Allianz accounted for
$126.3 million, or a 15.3%, increase in Q2 05 (YTD 05 : $260.8 million or a 15.8% increase).
Lower earned premiums from industry pools {Q2 05 : 2.6%; YTD 05 : 2.2%), as well as premium
rate reductions in personal automobile reduced growth.

Investment income was $95.4 million in Q2 05 up $32.8 million, or 52.4%, from the $62.6 million
reported in Q2 04. For YTD 05, investment income increased by $47.1 million, or 37.7%, to
$171.9 million compared to $124.8 million a year ago. The increase in invested assets as a result
of the Allianz acquisition, the retained profits of the last twelve months plus interest income
received as part of an interim settiement in Q2 05 related to the 2001 Portfolioc Purchase were the
main contributing factors to higher investment income.

Underwriting income

Underwriting income increased by $5.3 million to $179.8 million in Q2 05 relative to Q2 04. For
YTD 05, underwriting income was $294.7 million up $76.7 million from the comparable period in
2004. The Allianz acquisition contributed $33.5 million and $43.3 million, respectively, to
underwriting income for the three months and six menths ended June 30, 2005. The adverse
impact of the June 2005 catastrophe storms in Southern Alberta on underwriting income was
$43.0 million net of reinsurance and deteriorated the claims ratio by 4.0% and 2.0%, respectively,
for the three months and six months ended June 30, 2005.




Our personél automobile portfolio continued to be the most significant contributor to underwriting
income, accounting for $145.9 million with a combined ratio of 69.8% and $213.2 million with a
combined ratio of 78.2%, respectively, of underwriting income for the quarter and the year to date.

The performance of the automobile portfolio benefited from favourable reserve development
resulting primarily from the sustained effectiveness of automobile reforms, continued low claims
frequency and by an improvement in'the underwriting results from the industry pools.

Summary of Quarterly Results

{in mifiions of doilars, except 2005 2004 . 2003
for per share data) o -
2 o e . a3 a2 Y Qs . Q3 Q2 Qi
Direct Premiums Written §1,1714 $821.9 $883.0 $921.8 $10434 $727.8 $851.6 $9187 $990.2 $683.3
Total Revenues 11123 10988 10047 9197 9008 9558 B0BO 7776 7353 6945
Underwriting Incoma (loss) 179.8 1149 1184 1337 1745 434 (133) 444 46  (24.0)
Income (loss) befors income ' -
taxes ' 3236 2286 2297 2171 2386 1704 478 95.4 856 (19)

Net Income 2236 1585 1731 1636 1723 1151 . 247 66.7 58.2 09
Combined ratio'" 81.2 88.1 85.7 83.9 789 847 1018 938 934 1038
Seasonal indicator™ - - 1.01 0.98 0.82 1.10 1.04 0.96 0.95 1.06
Eamings per share .

Basic 167 1.19 1.69 175 1.84 123 0.26 0.71 062 0.01

Dilsted .67 1.19 167 1.75 1.84 123 028 0.71 0.62 0.01
Earnings per adjusted share® | , ' _

Basic Pro-Forma 1.67 1,19 1.35 1.27 1.34 090 019 0.52 045 0.01

Diluted Pro-Forma 1.67 1.19 1.29 1.22 1297 0.86 0.18 0.50 044 " 0.01

{1) The combined ratio is the sum of the claims ratio and the expense ratio. Claims and expenses are determined in
accordance with GAAP. A combined ratio below 100% indicates a profitable underwriting result. A combined ratio
over 100% indicates an unprofitable underwriting result. '

(2) The seasonal indicator is the ratio of the quarterly to the yearly combined ratio.

(3) To facilitate comparison between historical and future performance, management calculates basic and diluted
eamings per adjusted share on a pro-forma basis as if the 128.5 million common shares outstanding after our
reorganization and completion of the initial public offering were outstanding at the beginning of each of the nine
quarters, and as if the 133.7 million common shares, the difference being the shares issued in January 2005 as part
of the over-allotment granted to the underwriters, had been outstanding during the past nine quarters. Net income
used for the pro-forma earnings per adjusted share calculations has not been adjusted for interest income and
expense that would have been realized by the Company from investing the net proceeds of the initial public offering
and reducing the debt outstanding. Financial information included in eamings per adjusted share is not derived from
the Company's financial statements and includes non-GAAP financial measures that do not have any standardized
meaning prescribed by GAAP. They are therefore unlikely to be comparable to any similar measures presented by
other companies.
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For the three and six months ended June 30, 2005, the combined ratios were 81.2% and 84.7%,
respectively. The combined ratio (“CR") of Q2 05 of 81.2% refiects the observed seasonality in
our P&C business. The first quarter 2005 CR was 88.1% and thus 6.9 percentage points higher
than Q2 05. This difference is actually smaller than our 3 year average of 11.0% due in part to
the catastrophe storms in Southern Alberta. The seasonal indicator pattern has hlstorlcally shown

that Q2 i is the lowest loss quarter followed by Q3, Q4 and then Q1.

SEGMENTED INFORMATION

We report‘ouf results through the three segments of our P&C insurance business : personal
insurance, commercial insurance and the investment results of our P&C insurance subsidiaries,
as well as through two other segments, namely corporate and other, and realized investment and
other gains.

The following table presents selected information on our segments.

(in millions of dollars) . Three months ended Six months ended
' June 30 -June 30
2005 2004 2005 2004 _
Revenue ‘

Net premiums samed '
Personal insurance $ 6654 $ 5764 - ' $1,341.2 $1,148.1

Commercial insurance 2904 2516 582.6 . 497.7
Total net premiums eamed 955.8 828.0 19238 1,645.8
investments . 209 . 60.4 1647 L1207
Total P&C insurance - $1,0487 $ 888.4 $2,088.5 $1,766.5
Corporate and other 18.9 6.5 ’ . 332 119
Realized investment and other gains 46.7 60 835 . 781
Total Revenue $1,1123 $8008 | g22112 $1.856.5

Income before income taxes

Underwriting income .
Personal insurance $ 1148 $ 1086 $ 1953 $ 1317

Commercial insurance 649 659 994 - .86.3
Total underwriting income : 179.8 ' 1745 294.7 218.0
Investments ' 852 58.0 1534 1160
Total P&C Insurance ' $ 2650 - $ 2325 $ 448.1 . $ 3340
Corporate and other . 1.9 0.0 14.7. (3.2)
Realized investment and other gains 46.7 6.0 89. 781

. lan

Total income before income taxes $3238 $238.5 $5523 - 54089
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Personal Insurance

The following table sets forth the direct premiums written and underwriting income of our personal
insurance segment. '

{(in millions of dollars) Three months ended Six months ended
June 30 June 30
2005 2004 2005 2004

Direct premiums written

Personal automobile $572.8 - $527.6 $ 9607 3 8786
Persanal property 2236 , 199.8 3708 ‘ 3257
Total . $7964 $1274  Ma18 $1.2043
Net premiums eamned $665.4 $576.4 $1,341.2 $1,148.1
- Expenges:
Ciaims and loss adjustment
expenses 366.6 313.8 7729 7140
Commissions ) 107.7 87.6 21941 178.2
Premium taxes 230 204 461 39.2
General expenses 53.2 46.0 1078 850
Total expenses 550.5 467 3459 10164
Underwriting income $1149 $108.6 $ 1953 £ 1317
Ratlos : '
Claims ratio . 55.1% . 54 4% 57.6% 62.2%
Commissions ratio 16.2% 15.3% 16.4% 15.5%
Premium taxes ratio : 3.4% 3.5% 3.4% 3.4%
General expense ratio 8.0% 8.0% 8.0% 74%
Combined ratio B82.7% 81.2% B5.4% B8.5%

Direct premiums written increased by $69.0 million, or 9.5%, in Q2 05 compared to Q2 04 (YTD
05 : $127.2 million or 10.6%) while the number of insured risks increased by 16.8% in Q2 05
(YTD 05 : 18.4%). Allianz accounted for a 12.5% increase in direct written premiums in Q2 05
(YTD 05 : 14.0%). Lower premiums year-over-year from industry automobile pools reduced

- premium growth by 5.3% in Q2 05 (YTD 05 : 5.4%) Personal automobile direct premiums written

reflect an average rate reduction of approximately 7.0 % for Q2 05 (YTD 05 : 8.4 %).

Net premiums earned increased by $89.0 million, or 15.4%, in Q2 05 compared to Q2 04 (YTD
05 :$193.1 million or 16.8%). Allianz accounts for a 16.4% increase in Q2 05 (YTD 05 : 16.9%).
Lower earned premiums year-over-year from industry automobile pools reduced premium growth
by 3.8% in Q2 05 (YTD 05 : 3.2%) while premium rate reductions in personal automobile also
reduced growth.

Underwriting income from personal insurance increased by $6.3 million in Q2 05 compared to Q2
04 (YTD 05 : $63.6 million}. These results include the negative impact in the claims ratio related

- to the catastrophe storms in Southern Alberta during the month of June 2005 which reduced




underwriting income by $33.7 million net of reinsurance and increased the claims ratio by 4.7%
(YTD 05 : 2.3%). :

The claims ratio for personal property increased by 28 percentage points in Q2 05 compared to
Q2 04 (YTD 05 : 15.2 percentage points). The catastrophe storms had the biggest impact on
personal property with an increase in the claims ratio of 14.7 percentage points for Q2 05 {YTD
05 : 7.3 percentage points). The majority of the remaining deterioration is driven by heavy rain
‘across Canada resulting in a higher incidence of water damage claims adversely impacting both
claims frequency and severity.

The personal automobile business continued to experience a significant improvement, with the
claims ratio decreasing by 9.6 percentage points in Q2 05 compared to Q2 04 (YTD 05:11.9
percentage points). The impact of the catastrophe storms increased the claims ratio by 1.0
percentage point in Q2 05 (YTD 05 : 0.5 percentage point). The improvement was attributable to
favourable reserve development, continued favourable claims frequency and improvement in
underwriting income from the industry pools of $13.2 million for Q2 05 (YTD 05 : $16.2 million).

Our personal insurance expense ratio was 27.6% for Q2 05 compared to 26.8% in Q2 04 and
27.8% for YTD 05 compared to 26.3% for YTD 04. Commissions accounted for 0.8 percentage

- point increase for Q2 05 (YTD 05 :0.9 percentage point increase). Regular commissions grew by
approximately $18.2 million, or 26.3%, in Q2 05 and $36.4 million, or 26.5%, for YTD 05 which is
slightly higher than the growth in direct earned premiums. Profit sharing commissions for brokers
increased by $8.3 million in Q2 05 and $15.2 million for a total of $44.0 million for YTD 05.
Commissions from industry pools decreased by $7.5 million in Q2 05 and $12.2 million for YTD
05. :

The general expense ratio remained constant at 8% for Q2 04 and Q2 05 but increased by 0.6
percentage point for the 2005 year to date compared to 2004. In absolute terms, general
expenses increased by $7.1 million, or 15.5%, in Q2 05 compared to Q2 04 (YTD 05 : by $22.8
million, or 26.7%, compared to YTD 04) of which Allianz accounts for $7.7 miliion of the increase
in Q2 05 and $18.3 million of the year-to-date increase. In addition, transition expenses related to
the Allianz acquisition which were allocated to both claims and general expenses were $4.3
mitlion for YTD 05. '

Commercial Insurance

The following table sets forth the direct premiums written and underwriting income of our
commercial insurance segment. :

(in millions of dollars) : Three months ended Six months ended
June 30 June 30
2005 2004 2005 ' 2004

Direct premiums written

Commercial automobile $101.6 $ 883 $172.2 $151.2
Commercial cther . 273.5 227.8 _ 489.7 | 415.8
Total $3751 §316.0 56619 | $567.0
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(in millions of dollars) Three months ended "L Six months ended

June 30 June 30
2005 2004 2008 2004
Net premiums eamed $290.4 $251.6 $582.6 $497.7
Expenses : ’
Claims and loss adjustment . . .
expenses 1271 979 287.6 2414
Commissions 61.0 54.2 1216 106.1
Premium taxes 10.7 9.1 214 . 1841
General expenses 267 245 526 458
Total expenses 2255 185.7 4832 - 4114
Underwriting income $ 6498 $ 659 $ 934 - § 863
Ratlos : .o - ) .
Claims ratio 43.8% 38.9% 49.4% 48.5%
Commissions ratio ] ' 21.0% 21.6% 20.8% 21.4%
Premium taxes ratio 37% 3.6% 3.7% 3.6%
General expense ratio - ) 9.2% "9.7% 9.0% 9.2%
Combined ratlo . III% 13.8% 82.9% B2.7%

Direct premiums written increased by $59.0 million, or 18.7%, in Q2 05 compared to Q2 04 (YTD
05 : $94.9 million or 16.7%). Allianz accounts for a 15.2% increase in Q2 05(YTD 05 : a 16.1%
increase). The number of insured risks increased by 7.4% in Q2 05 (YTD 05 : 10.4%).

Net premiums earned increased by $38.8 million, or 15.4%, in Q2 05 compared to Q2 04 (YTD
05 : $85.0 million or 17.1%). Allianz accounts for 12.6% of the increase in Q2 05 (YTD 05 :
13.5%}.

Underwriting income decreased by $1.0 million in Q2 05 compared to Q2 04, however, the year-
to-date underwriting income has increased by $13.1 million. The claims ratio for commercial
insurance increased by.4.9 percentage points from 38.9% for Q2 04 to 43.8 % for Q2 05,
however, the year-to-date increase is 0.9 percentage point. The catastrophe storms in Southern
Alberta during the month of June 2005 increased the claims ratio by 2.3 percentage points for Q2
05 (YTD 05 : 1.2 percentage points). While claims frequency remained favourable and past rate
increases have contributed favourably, increase in severity is driving the majority of the remaining
deterioration for the quarter.

Our commercial insurance expense ratio was 33.9% for Q2 05 compared to 34.9% for Q2 04 due
to decreases of a 0.5 percentage point in both the commission and the general expense ratio. Qur
year-to-date commercial insurance expense ratio was 33.5% compared to 34.2% in 2004 due to
decreases of a 0.5 percentage point in the commission ratio and a 0.2 percentage point in the
general expense ratio.

Commissions increased by $6.9 million, or 12.8%, in Q2 05 compared to Q2 04. Regular
‘commissions increased by $8.4 million, or 17.6%, and reinsurance commissions increased by
$2.2 million. Year-to-date commissions increased by $15.4 million, or 14.5%, compared to 2004.
‘Regular commissions were higher by $18.3 million, or 19.2%, profit-sharing commissions for




!

i

brokers increased by $4.2 million to $20.3 miilion for YTD 05 and reinsurance commissions

increased by $7.3 million.

The general expense ratio decreased by a 0.5 percentage point in Q2 05 compared to Q2 04, and

the 2005 year-to-date ratio decreased by a 0.2 percentage point compared to 2004. In absolute
terms, general expenses increased by $2.2 million, or 8.9%, in the Q2 05 compared to Q2 04

(YTD 05 : by $6.8 million, or 15.0%, compared to YTD 04). Allianz accounts for $3.5 miillion of the
increase in Q2 05 and $7.2 million of the year-to-date increase. Transition expenses related to the
Allianz acquisition which were allocated to both claims and general expenses were $1.9 million for

YTDO5. -

~ Investment income

The following table presénts the results of our investment segment.

{in millions of dollars)

June 30

, '2005
Investment .
interest incoma - 8610
Dividend income ' 30.1
Other - (0.2)
Investment revenue P&C $90.9

subsidiaries
Investment expenses (5.7
Investment income before income '

taxes — P&C subsidiarles $852

Investment income earned by the investment portfolios of our insurance companies increased by
$30.5 miillion, or 50.5%, for Q2 05 compared to Q2 04. Year-to-date income increased by $44.0

Three months ended

2004

$35.7
24.1
0.6
$60.4

(2.4)

$58.0

Six months ended -

2005

$109.9

55.9
{1.1)

June 30

million, or 36.4%, to $164.7 million for YTD 05 from $120.7 million in YTD 04. As part of an interim

settlement in Q2 05 related to the 2001 Portfolio Purchase, interest income of $14.5 million was
received. The average pre-tax yields of our investment segment, excluding realized investment

gains and losses and interest income related to the 2001 Portfolic Purchase noted above was
5.1% for Q2 05 compared to 5.2% for Q2 04 (YTD 05 : 5.0% compared to 5.2%).

Investment expenses were $5.7 million for Q2 05 (YTD 05: $11.3 million) compared to Q2 04
$2.4 miilion (YTD 04 : $4.7 million). The increase in expenses was due to increased assets from
the Allianz acquisition plus a change in asset management charges instituted effective January 1,

2005 to reflect market costs. These expenses were paid to our in-house investment operations

and therefore the same amount is reported as expense in this segment and as negative expense
in the “Corporate and Other segment” and thus eliminated in consolidation. '
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Realized investment and other gains
The following table presents realized investment and other gains.

(in millions of dollars) - Three months ended ' Six months ended
. June 30 June 30
: 2005 2004 2005 2004
Realized investment and other :
gains (losses)

* Fixed income. ' $253 $(13.4) $36.2 . $420
Preferred shares (0.5) - (4.5) 3 (2.6)
Common shares 21.9 4.0 527 : 348
Sale of subsidiaries and other : 00 199 : ) 0.9 a8
Total ' . sa87 $60 $89.5 $78.4

After-tax total . - $31.4 9.8 3613 $52.4

Realized investment and other gains were up $40.7 million in Q2 05 compared to Q2 04 due to
gains in both the equity and fixed income portfolios compared to losses from rebalancing of the
fixed income portfolio in 2004. Impairments were negligible in the second quarter of both 2005
and 2004. ' S ‘ '

‘Year-to-date realized investment and other gains were up $11.4 million co'mpared_to 2004 due to
stronger equity markets in 2005 generating somewhat higher gains on equities. There were
slightly fewer gains on fixed income securities. Impairments for the six months ended June 30,
2005 and June 30, 2004,r were negligible amounts of $0.06 million and $0.70 million, respectively.
Corporate and Othér

The following table presents the results of our. corporate and other segment including
intercompany eliminations which are primarily commissions and general expenses.

(in millions of dollars) ' Three months ended Six months ended

June 30 . ' June 30
2005 2004 _ 2005 2004
. Investment income $ 46 §22 $72 $ 41
Commission and advisory fees 143 43 26.0 7.8
Revenue ' 189 6.5 33.2 1.9
Commissions ‘ . . (58) ‘ 1.5 (8.9) 6.2
General expenses 10.6 21 234 3
interest on debt 2.0 . .29 4.0 . b8
Expenses ' 7.0 6.5 185 154
Income (loss) before income taxes $11.9 $0.0 $14.7 £$(3.2)

. Income from corporate and other was higher by $11.9 million in Q2 05 relative to Q2 04 and by
$17.9 million for YTD 05 compared to YTD 04. The increase is primarily due to the commission
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BALANCE SHEET ANALYSIS

income earned by Canada Brokerlink (obtained in the Allianz acquisition) which was $9.1 million
and $16.5 million, respectively, for the three and six months ended June 30, 2005.

The increase in general expenses was principally due to Canada Brokerlink which incurred
general expenses of $9.7 million and $22.1 million, respectively, in Q2 05 and YTD 05. On the
other hand, commission expenses were lower due to non recurring commissions related to the
2001 Portfolio Purchase which amounted to $4.0 million in Q2 04 and $7.9 million for YTD 04.
Furthermore, the higher commissions earned by our brokerages, principally Canada Brokerlink,
from our P&C companies were eliminated in corporate and other and thereby reduced
commission expenses. :

Premiums and Other Receivables

Premiums written are either billed to brokers or directly to policyholders. Premium receivables
from brokers and policyholders were $174.0 million and $1,111.9 million, respectively, as at June
30, 2005, and $163.8 million and $1,076.0 million, respectively, as at December 31, 2004.

Other receivables consist of amounts due from the Facility Association and other industry pools;
other insurers, and other which were $208.2 million, $31.3 million and $56.3 million, respectively,
as at June 30, 2005, and $202.8 million, $137.3 million and $62.5 million, respectively, as at
December 31, 2004. ' :

f.

‘Investments

Cash and cash equivalents and investments increased by $282.0 million, or 4.4%, to $6.6 billion
at June 30, 2005, compared to December 31, 2004. This increase was due to the higher
premiums written, interim settlement of $116.9 million related to the 2001 Portfolio Purchase and
receipt of $123.9 million of investment funds transferred from Fagility Association which offset first
quarter payment of tax balances for the 2004 taxation year and the payment of profit commissions
to brokers and incentive bonuses to employees. The funds transferred from Facility Association
are not required to meet the association’s short term needs but will eventually be retured to the

association to enable it to pay the policyholder claims to which these funds relate.
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The following table sets forth our cash and invested assets as at June 30, 2005 and December

31, 2004. : :
' ‘As at June 30, 2005 As at December 31, 2004
Book value %of BY  Fair value 8v % of BY Falr value
, | ("BV") |

(in millions of dollars) -

Cash and cash equivalents “$ 3919 7. 5.9% $ 3919 . § 357.2 56% $ 3572
Short-term notes 168.6 2.5% 168.6 - e -
Fixed income securities'" 3,582.3 539% °  3,7594 36851 - 57.9% 37765
Commercial morigages 76.5 1.1% 81.5 78.7 1.2% ' 833
Prefarred shares - 1,188.6 17.9% 1,239.6 1,069.6 16.8% 1,136.3
Common shares' ' 1,069.5 16.1% 1,1435 997.7  157% 1,077.2
Other investments 1722 - 2.6% 172.2 .179.3 28% - 179.3
Total investments & cash $6,6406 100.0% $6,9567 $6367.6 100.0% . $6,609.8

(1) Fixed income and common shares include seed capital investment in affiliated mutual funds, with a book value of

$155.0 million as at June 30, 2005 and as at December 31, 2004.

Our investment objectlves remain consistent with the information presented in the 2004 Annual
Report. The weighted average ratings of our fixed income and preferred share portfolios as at
June 30, 2005 were "AA" and “P2", respectively, by either Standard & Poor’'s (“S&P") or Dominian
Bond Rating Services. Included in the fixed income and preferred share portfolios at June 30,
2005, were approximately $33.7 million of securities with a rating below investment grade or not
rated compared to $42.9 miliion as at December 31, 2004. Our exposure to debt pnvate
placements and secured commercial mortgages remains relatively minor.

Other investments consisted of loans to brokers with a'book value of $158.8 million as at June 30,
2005 compared to $156.3 million as at December 31, 2004, equity investments in brokers with a
book value of $13.2 million as at June 30, 2005 compared to $13.4 million as at December 31,
2004 and other commercial loans with a book value of $0. 2 million as at June 30, 2005 compared
to $9.6 million as at December 31, 2004.

Unpaid claims and adjustment expenses

Unpaid claims and adjustment expenses, net of reinsurers’ share (“claim liabilities”) at June 30,
2005 decreased by $14.0 million or 0.4% during the first six months of 2005. The decrease
occurred in the second quarter as a result of the favourable claim experience combined with the
incurred but not reported (“IBNR”) adjustment resulting from the quarterly actuarial reserve
evaluation.

The favourable reserve development is largely the result of the cost containment of auto reforms
which appear to be sustainable as well as continuing low levels of claims frequency, both being
more favourable than what was anticipated. The quarterly evaluation of our best estimates of
claim liabilities, while remaining conservative, has taken into account the emergence of this
favourable development for both current and prior accident years.
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The favourable development of all prior accident years during the first half of 2005 was $108.3
million, or 3.8%, ($43.6 million in the second quarfer) with every accident year being favourable
except for 2001 and accident years prior to 1996. This development came mainly from automobile
in the amount of $103.1 million, including the positive development of class action suits during the
first quarter and the favourable impact of the quarterty IBNR evaluation of which $27.5 miflion
related to prior accident years. Most of the remaining favourable development came from
commercial general liability in the amount of $10.3 million.

* The following table, which excludes Allianz, shows the development of the claim liabilities for the

ten most recent accident years, with the estimated amount of subsequent development for each
accident year shown by year up to June 30, 2005. The initial reserves set up at the end of the
year are re-evaluated over time to determine their redundancy or deficiency. This is based on
actual payments in full or partial settlement of claims, as well as current estimates of the claim
liabilities required for claims still open or claims still unreported. We have experienced favourable
development for accident years 2004, 2003, 1998, 1997, 1996, 1995 and prior years, and
unfavourable development for accident years 2002, 2001, 2000 and 1999. in those years, in
which unfavourable development occurred, the overall P&C insurance industry had similar
adverse development caused by unexpected change in claim patterns, in particular, relating to

automobile insurance in Ontario,

Accident Year

:2004 2003 2002 2001 2000 1699 1898 1967 1998 1885
. and prior

Roserve Originally Estimated § 9043 § 8140 § 7119 § 6553 § 6077 § 5572 § 5312 § 5472 § 4934 $ 10735

Resorve re-estimated as of (1)

One year later 865.9 750.0 7216 716.8 807.7 550.7 507.6 4239 4473 986.¢
Two years later 697.9 7214 730.6 8484 5781 -508.9 407.1 415 981.5
Three years later 7144 7296 6642 6074 504.2 4215 4452 10155
Four years later 732.0 657.4 6130 518.8 4219 4354 992.4
Five yaars later : : 6514, 614.4 5201 4209 433.8 86168
Six years later 609.9 517.5 426.3 4320 8534
Seven yeam later . 5148 42486 4179 955.9
Eight yoars later 4238 414.4 968.5
Nine years later 413.7 8772
Ten years latar T . 978.8
Cumulative deficlency '

{redundancy) ' (384} (116.9) 25 7687 437 528 {18.7) (123.4) (79.8) {84.7)

(@3%  (14.4% 04%  11.7% 7.2% B.5%  (31)% (25% (162)%  (8.8)%

Development during 2005 . (38.4)  (821) 7.0 25 (5.8) (4.5 29 {0.8) (0.8) 16
' (3% (B4%  (1.0% 04%  (1.0M%  (08% (06)% (0%  (0.2)% 0.2%

(1) The last diagonal is estimated as at June 30, 2005.
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For the claim liabilities relating to the Allianz acquisition, the table below shows the development
only from December 2004, given that the acquisition took place late in 2004. On $680.5 million of
claim liabilities as at December 31, 2004, we experienced $26.7 million of favourable ‘
development for the first six months of 2005 of which $23.0 miflion relates to the second quarter.
Similar to our own experience, this came mainly from automobile with a favourable development

of $22.0 million. :

Accident Year
2004 2003 2002 2001 2000 1999 1958 1987 . 1998 1995
and prior
Reserve ss of Decambaer 2004 § 2134 § 1584 § 1267 § TIE § 478 § 29 § 189 § 100 §$ a8 $ 02
Reserve re-estimated a8 of June 2005 - 1982 1485 1270 na 494 301 17.2 102 26 0.0
Development during 2005 ’ {17.2) 9.8) 02 0.1 08 0.3 To0 3 02 LR {0.2)
8.1)% (6.2)% L 02% . 0.2% 1.2% 0.9% 21% 1.7% {28.9% (88.7/%

Claim liabilities in Canada determined in accordance with accepted actuarial practice take into
account the time value of money and provisions for adverse deviation. Accordingly, changes in
these estimates that may be periodically necessary will affect the valuation of the claim liabilities.
Discount rates and provisions for adverse deviation were set on a basis consistent with those
used at year-end 2004. -

in the tables above, the claim liabilities used are those used in the financial statements ‘and
therefore are discounted and include a provision for adverse deviations while the cumulative
payments do not include either. The net impact of the discount and the provision for adverse
deviation makes the booked claim liabilities slightly higher than undiscounted best estimates (by
approximately 1.4% at year-end 2004).

Reinsurance

Policy liabilities including uneamed premiums and unpaid claims and adjustment expenses ceded
to reinsurers were $738.9 million and $687.2 million, respectively, as at June 30, 2005 and
December 31, 2004. As part of the Allianz transaction relating to the AGR Business, there were
assumed and ceded policy liabilities of $13.8 million and $465.2 million, respectively, for 2005 and
$18.9 million and $508.6 million, respectively, for 2004. These liabilities will be transferred to the
Canadian branch of AGR in 2005 when regulatory approval is obtained. ING Re, our primary
reinsurer, represented 16% and 17%, respectively, of the remaining ceded policy liabilities as at
June 30, 2005 and December 31, 2004. In addition, we have reinsurance treaties with several
unaffiliated reinsurers, all of whom meet our financial strength rating requirements, which are
described below. Excluding our affiliated reinsurer, ING Re and the AGR business, each of our
third-party reinsurers have immaterial amounts of reinsurance payable to us.

In 2005, for multi-risk events or catastrophes, our retention is $17.5 million with a reinsurance
coverage limit of $1.2 billion. We also retain 10% of the exposure between $25.0 million and
$600.0 million. For 2004, our retention was $5.0 million with a coverage limit of $1 2 billion and
‘10% retention of the exposure between $12.5 million and $600.0 million.
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In accordance with industry practice, our reinsurance recoverables with licensed Canadian
reinsurers are generally unsecured because Canadian regulations require these reinsurers to
maintain minimum asset and capital balances in Canada to meet their Canadian obligations.
However, policy liabilities rank in priority to any subordinate creditors a reinsurer may have. For
reinsurance recoverables with non-licensed reinsurers, we maintain security against reinsurance

recoverables in the form of cash, letters of credit and/or assets held in trust accounts. The

company was the assigned beneficiary of such trust accounts from unlicensed reinsures totalling
$456.9 million and $458.7 million, respectively, as at June 30, 2005 and December 31, 2004,
These amounts included $47.5 million and $ 56.0 million, respectively, as at June 30, 2005 and
December 31, 2004 from an affiliated reinsurer. Trust accounts were held in support of policy
liabilities of $331.0 million as at June 30, 2005 and $349.5 million as at December 31, 2004, and
can be accessed if these reinsurers are unable to meet their obligations.

Share Capltalr

As of August 11, 2005, there were 133.7 million common shares and one Special Share issued
and outstanding. The Special Share is convertible into one common share. ING Groep N.V.
holds approximately 70% of the issued and outstanding.common shares and the Special Share.

Under the Company's 2005 Long-term Incentive Plan, certain employees are awarded )
performance units (one performance unit equals one company common share) as a portion of _
their compensation. The number of performance units that will eventually vest at the end of the -
three-year performance cycle is contingent upon the Company's three-year average return on
equity relative to that of the Canadian P&C insurance industry. All shares awarded under this plan
will be purchased in the market. The Company re-estimates the number of performance units
that are expected to vest at each reporting period. That estimate was 180,250 units at June 30,
2005.

Liquidity and Capital Resources

Both our liquidity and our capital base remain strong. Net cash provided by operations was
$402.9 million for Q2 05 compared to $221.0 million for Q2 04 due to higher income and changes
in operating assets and liabilities. Year-to-date operations provided cash of $278.5 miillion for YTD
05 compared to $970.6 million for YTD 04 which is primarily explained by the commutation of the
quota-share treaty on January 1, 2004 which recorded $665.0 million of cash from operations. In
addition, we have an uncommitted revolving credit facility with a Canadian chartered bank of

$50 million, none of which was drawn at August 11, 2005. We are not currently planning to make
any significant capital expenditures.

During the first quarter of 2005, we used the proceeds from the shares issued pursuant to the
exercise of the over-allotment option to repay a $129.2 million promissory note payable to an
affiliate, thereby reducing our debt ocutstanding to $127 million. As at June 30, 2005, the Company
was adequately capitalized to support the growth in premium volume of our insurance
subsidiaries. Our insurance subsidiaries have capital of $698.2 million in excess of the minimum
supervisory target of 150%, as calculated under the Minimum Capital Test (“MCT") at June 30,
2005, compared to $442.3 million at December 31, 2004. Based on the dividend restrictions
imposed by applicable insurance laws, subject to MCT limitations, the total amount of dividends
available for payment from our subsidiaries during 2005 is $327.1 miillion plus any 2005 earnings.
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The Board of Directors of the Company declared quarterly cash dividends of 16.25 cents per
common share for a total amount of $43.5 million, which was paid on March 31, 2005 and June
30, 2005.

During the quarter we received a S&P financial strength and long-term counterparty credit ratings
of A+ for our P&C subsidiaries plus A.M. Best reaffirmed our financial strength rating of A+ and
raised the ratings of Allianz and Trafalgar to A+ as well.

Transactions with Related Parties

We have ongoing transactions with related parties. These transactions consist principally of _
management and advisory services rendered by ING Groep and affiliated companies, reinsurance
by an affiliated company and financing by ING Groep. We also render advisory and administrative
services to our affiliated companies. These transactions are carried out in the normal course of
operations and are measured at the exchange amount. It is management'’s belief that such
exchange amounts approximate fair value. Notes 1 and 5 to the accompanying consolidated
interim financial statements provide additional information on related party transactions.

Risk Management

As a provider of insurance products, effective risk management is fundamental to our ability to
protect the interests of both our customers and our shareholders. We are exposed to potential
loss from various market risks, including interest rate risk, equity market fluctuation risk, credit
risk, liquidity risk, and to a lesser extent, foreign currency risk and derivative risk. These risks are
described on pages 38 to 40 of our 2004 Annual Report and were essentially unchanged year to
-date.

Critical Accounting Estimates and Assumptions

Our critical accounting estimates and assumptions were disclosed on pages 41 to 43 of our 2004
Annual Report. There are no new critical accounting estimates or assumptions to disclose beyond
those included in our annual financial statements. These estimates and assumptions principally
relate to the establishment of reserves for claims and expenses, impairments of investment
securities, amounts recoverable from our reinsurers, goodwill, income taxes and certain other
assets. As more information becomes known, these estimates and assumptions may be updated

- for new information and could therefore change and impact future results.

Changes in Accounting Policies including Initial Adoption

As a result of the adoption of a Long-term Incentive Pian for employees and a Deferred Stock Unit
Plan for independent Directors, the Company has adopted, effective January 1, 2005, the
recommendations of the Canadian Institute of Chartered Accountants’ Handbook Section 3870,
"Stock-Based Compensation and Other Stock-Based Payments”, which sets a fair value based
method of accounting for all stock-based compensation. Notes 1 and 10 to our consolidated
interim financial statements describe the accounting for our stock-based compensation plans.




Recent Developments

On July 31, 2005, we closed the sale of the renewal rights of ING Insurance’s $13 miilion
commercial marine insurance to Royal & SunAlliance. Under the terms of the agreement, ING
sold the renewal rights to all of ING Insurance's commercial ocean marine insurance as well as
the yacht programs underwritten through several Managing General Agencies. ING Insurance will
however continue to provide insurance to individual yacht owners as part of their home or cottage
coverage.

On August 5, 2005, ING Investment Management Inc., a subsidiary of ING Canada closed the
merger of 13 ING mutual funds into AGF Funds and the acquisition of the ING Canadian Dividend
Income Fund by AGF Funds Inc. ING Investment Management had already closed five .
international funds in July 2005. As a result of these transactions, ING Investment Management
will no longer offer its own mutual funds. However, it will act as the exclusive sub-advisor for the
AGF Dividend Income Fund.

While both transactions are not material, they will allow ING Canada to continue to further
concentrate its activities on its core insurance markets.

As part of the investigations launched by the Autorité des marchés financiers (“AMF"), the
regulatory agency that supervises the financial services sector in Province of Quebec ,, we, along
with over 70 businesses — insurers, related companies and brokerages — have received formal
requests during the second quarter to provide information to the AMF. The investigations focus
primarily on transparency and the disclosure to consumers of business ties between insurers and
brokers, the appearance of conflicts of interest and commercial practices. We are cooperating

‘with the AMF in its investigations.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain of the statements contained herein about our current and future plans, expectations and
intentions, results, levels of activity, performance, goals or achievements or any other future
events or developments constitute forward-looking statements. The words "may", "will", "would",
"should", "could”, "expects”, "plans”, “intends", "anticipates”, "believes”, "estimates”, "predicts”,
"likely" or "potential” or the negative or other variations of these words or other comparable words
or phrases, are intended to identify forward-looking statements. Forward-looking statements are
based on estimates and assumptions made by us in light of our experience and perception of
historical trends, current conditions and expected future developments, as well as other factors
that we believe are appropriate in the circumstances. Many factors could cause our actual resuilts,
performance or achievements or future events or developments to differ materially from those
expressed or implied by the forward-looking statements, including, without limitation, the following
factors: our ability to implement our strategy or operate our business as we currently expect; our
ability to accurately assess the risks associated with the insurance policies that we write; adverse
capital market developments or other factors which may affect our investments; the cyclical
nature of the P&C insurance industry; our ability to accurately predict future claims frequency,
government regulations; litigation and regulatory actions; periodic negative publicity regarding the

" insurance industry; intense competition; our reliance on brokers and third parties to sell our
‘products; our ability to successfully pursue our acquisition strategy; our ability to integrate the
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business of Allianz Canada; our ability to achieve cost savings anticipated from the acquisition of
Allianz Canada; uncertainties associated with our acquisition of Allianz Canada; the substantial
influence of ING Groep; our participation in the Facility Association (a mandatory pooling
arrangement among all industry participants); terrorist attacks and ensuing events; the occurrence
of catastrophic events; our ability to maintain our financial strength ratings; our ability to aileviate
risk through reinsurance; our ability to successfully manage credit risk; our reliance on information
technology and telecommunications systems; our dependence on key employees; general
economic, financial and political conditions; our dependency on the results of operations of our
subsidiaries; the limited trading history of our common shares; the volatility of the stock market
and other factors affecting our share price; and future sales of a substantial number of our
common shares. These factors should be considered carefully, and readers should not place
undue reliance on our forward-looking statements. We have no intention and undertake no
obligation to update or revise any forward-looking statements, whether as a result of new
information, future events or otherwise, except as required by law.
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ING CANADA INC.

CONSOLIDATED INTERIM FINANCIAL STATEMENTS (unaudited)
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ING CANADA INC.

CONSOLIDATED INTERIM BALANCE SHEETS {unaudited)
{in thousands of dollars)

As at

June 30 December 31
2005 2004
ASSETS
Cash and cash equivalents $ 391,974 $ 357,213
Investments (note 2) 6,257,618 6,010,405
Accrued investment income 40,100 43,266
Prernium and other receivables 1,581,732 1,642,362
Reinsurers' share of unpaid claims and adjustment expenses (note 4) 738,911 687,21
Reinsurers' share of uneamed premlums {note 4) 41,746 78,199
Deferred acquisition costs 386,813 389,688
Income taxes receivable 32,870 2,591
Other assets 149,665 127,543
Long-term investments 44,693 48,108
Future income taxes . 128,094 ‘ 148,488
Intangible assets 37,933 36,944
Goodwill 105,037 91,116
$9,937,186 $9,663,124
LIABILITIES
Fayables and other liabilities $ 703777 $ 669,604
Due to affiliated companies (note 5):. 4,033 3,025
income taxes payable 28,805 100,913
Unpaid claims and adjustment expenses (note 4) 4,260,660 4,222 961
Uneamned premiums {note 4) 2,276,534 2,340,997
Uneamed reinsurance commissions - -5,620 9,785
- _Debt outstanding (note 8) 127,000 256,230
$7,406,429 $7,603,515
SHAREHOLDERS’ EQUITY
Share capital (note 9) $1,183,846 $1,052,290
Contributed surplus 84,288 83,336
Retained samings 1,262,623 923,983
| $2530757 . $2,050,609
$9,937,186 $9,663,124

See accompanying notes to the consolidated interim financial statements
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ING CANADA INC.

I
'CONSOLIDATED INTERIM STATEMENTS OF INCOME {unaudited)
w'([n thousands of dollars except for per share amounts)

For the three months ended

For the six months ended
June 30 June 30 June 30 June 30
2005 2004 2005 2004
. Direct premiums written $1,171,450 $1,043,405 $1,993,361 $1,771,248
.. Net premiums written 1,118,401 1,011,740 1,895,829 1,891,964
” REVENUE
. Net premiums eamed $ 955,834 $ 828,004 $1.923837 - $1645795
" Investment income 95,403 62,582 171,864 ' 124,784
. Realized investment and other gains 46,757 6,027 89,496 78,072
Commission and advisory fees 14,342 4,284 25,988 7,820
1,112,336 900,897 2,211,185 1,856,471
' EXPENSES
| Claims and loss adjustment expenses 493,633 411,721 1,060,497 955,345
Commissions 163,305 143,133 331,786 290,550
Premium taxes 33,656 29,547 67,487 57,315
,_General expenses 96,089 75,074 195,149 138,511
i
i 786,683 658,475 1,654,919 1,441,721
d .
|_Interest on debt outstanding 1,990 2,872 3,981 5,819
i N .
;t INCOME BEFORE INCOME TAXES 323,663 238,550 552,285 408,931
i Income taxes (note B) 100,049 66,200 170.182. 121,481
i ,
| NET INCOME . § 223614 $ 172,350 $ 382,103 $ 287450
I
' Earnings per share (note 11}
Basic and diluted $1.67 $1.64 $2.86 $3.07

'See accompanying notes to the consolidated interim financial statements
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ING CANADA INC.

CONSOLIDATED INTERIM STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY {unaudited)

(in thousands of dollars)

For the three months ended For the six months ended
June 30 June 30 June 30 June 30
2005 2004 2005 2004
|
‘Share capital |
Balance, beginning of period $1,183,846 $605,905 $1,052,290 $605,905
Capital issued {notes 1 and 9} - - 136,032 -
Share issuance costs, net of income taxes - - (4,476) -
Balance, end of period 1,183,846 605,905 1,183,846 ' 605,905
Contributed surplus
Balance, beginning of period 83,636 83,336 83,336 83,336
Stock-based compensation (note 10) 438 - 738 -
Other : 214 - 214 -
Balénoe, end of period 84,288 83,336 - 84,288 83,336
Retained eamings
Balance, beginning of period 1,060,741 414,931 923,983 299,831
Net income ' 223,614 172,350 382,103 287 450
Dividends paid {21,732) . - {43,463) - ;
Balance, end of period 1,262,623 587,281 1,262,623 587,281 ' |
' |
TOTAL SHAREHOLDERS' EQUITY $2,530,757 $1,276,522 $2,530,757 $1,276,522 ‘ i
] ) |

See accompanying notes to the consolidated interim financial statements
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ING| CANADA INC.

. Cco, I‘ISOLIDATED STATEMENTS OF CASH FLOWS (unaudited)
(in ,;housands of dollars)

'For the three months ended For the six months ended

i - ‘ June 30 June 30 June 30 June 30
i -. 2005 2004 2005 2004
I ‘
OfliERATING ACTIVITIES
Ne]t income ' $223.614 - $172,350 $382,103 $287,450
Adjustments to determine cash provided by .
operatmg activities : ) ‘
Amortlzatlon of property and eqmpment . - 3517 3,180 7123 6,276
Amomzahon of intangible assets 937 - - 1848 -
Amortlzatlon of premiums and discounts on fixed income
secuntles 4,943 6,039 10,271 9,616
Net income from long-term mvestments (3,016) {2,300) (4,467) (3.635)
Dn[ldends received from long-term investments 2,049 736 2,921 1,018
Re alized investment and other gains (46,757) (6,027) (89,496) (78,072)
Deferred acquisition costs, net . (31,776) {29,006) . (1,290) (58,050)
Future income taxes, net : (2,119) 15,861 22,574 20,898
Ur| paid claims and adjustment expenses, net ) : {50,616) {33,131) (14,011) 561,455
quamed premiums, net 162,565 183,736 (28,010) 246,164
Ctianges in other operating assets and liabilities 139,036 (90,427) {11,807) (22,537) -
Stuck-based compensation 438 - ’ ) 738 -
| N
Czsh provided by operating activities 402,875 221,011 278,497 970,583
. INKIIESTING ACTIVITIES
L
Pnlmeeds from sale of investments ' 2,051,066 2,042,019 4,335,637 4,937,994
Purchase of investments (2,372,150) (2,139,017) (4,504,312) (5,798,394)
Purchase of property and equipment, net - (14,148) (2,414) (20,174) (4.220)
Purchase of brokerages and books of business {11,830) : - (12,370) : -
_Prixceeds from sale of long-term investments . - 8,217 946 8,512 -
gsh used':in investing activities (347,062) {91,195) (200,273) . (856,108)-
[ . )
FINANCING ACTIVITIES
Dividends paid . (21,732) .  (43463) -
De bt repayment ' - {22,000) {129,230) {22,000}
Pmceeds from capital issuance ) . - - 136,032 -
Share |ssuanoe costs - - (6,802) -
CcLh used in financing activities (21,732) (22,000} (43,463) . {22,000)
NET INCREASE IN CASH AND CASH EQUIVALENTS 34,081 107,816 34,761 . 92475
C;,SH AND CASH EQUIVALENTS, BEGINNING OF . ’ _ '
FERIOD 357,893 89,318 357,213 104,659
CASH AND CASH EQUIVALENTS, END OF PERIOD $391,974 $197,134 . $391,974 A $167,134
SUPPLEMENTAL CASH FLOW INFORMATION : . )
Imaome taxes paid $85617 $ 22,655 $250,087 $ 99,659
Intsrest paid on debt outstanding - = 545 ) 3,981 5,509

. SeeI accompanying notes to the consolidated interim financial statements
{




ING CANADA INC.

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS (unaudlted)
(in thousands of dollars except for per share amounts)

1.

BASIS OF PRESENTATION

ING Canada Inc. (“the Company’) is the resulting corporation from the amalgamation on December 10, 2004 of
ING Canada Holdings Inc. and its former subsidiary, ING Canada Inc. The amalgamation is presented on a
continuity of interest basis, as if the historical financial positions and operating results of these companies had
always been amalgamated. .

The Company entered into a share and loan purchase agreement dated October 7, 2004 with Allianz AG and
Allianz of America inc. to acquire most of their operations in Canada (“Allianz”). The fransaction was effective
November 30, 2004 and was completed on December 8, 2004. Consequently, the results of Allianz are only
included in the Company's consol:dated statement of income for the three and six month periods ended June 30,
2005.

The Company completed an initial public offering on December 15, 2004. As a result of the offering, 34,880,000
common shares were issued. Pursuant to the underwriters’ agreement for the prospectus dated December 9,
2004, the underwriters were granted an over-aliotment option to purchase up to 5,232,000 additional common

- shares at the offering price of $26.00 per share within thirty days from the date of the closing of the offering.

The option was exercised in full in January 2005.

Subsequent to the closing of the offering and the exercise of the over-allotment option, ING Groep N.V. (ING
Groep”), both as the owner of 70% of the common shares and the Special Share (note 9), and a party to the Co-
Operation Agreement (“Agreement’), has significant influence over the ongoing business and operation of the
Company. The Agreement provides, among other things, that for so long as ING Groep holds not {ess than one-
third of the Company's outstanding common shares, the Company may not carry out certain corporate acts,
including entering into business combinations with unaffiliated third parties or making acquisitions or dispositions
above certain monetary thresholds and change the dividend policy without the prior written approval of ING
Groep.

These unaudited consolidated interim financial statements have been prepared in accordance with Canadian -

generally accepted accounting principles (“GAAP"). Except as described below, these consolidated interim
financial statements use the same accounting policies as were used for the Company's consolidated financial
statements for the year ended December 31, 2004 and should be read in oonjunctlon with the Company's annual
consolidated financial statements for the year then ended.

Adoption of accounting pollcy

During 2005, as a result of the adoption of a Long-term Incentive Plan for employees and a Deferred Stock
Unit Plan for independent directors (note 10), the Company adopted the recommendations of the Canadian
Institute of Chartered Accountants' ("CICA") Handbook Section 3870, "Stock-Based Compensation and Other
Stock-Based Payments”, which requires that stock-based compensation awarded to non-employees, direct
awards of stock, awards that call for settlement in cash or other assets or stock appreciation rights awarded to
employees be recognized on a fair value basis as an expense. Under this policy, the fair value of the earned
or awarded amounts is estimated on the grant date and such amournit is recorded as compensation expense
over the related vesting period with a corresponding increase to contributed surplus for those awards granted
to employees and to liabilities for non-employees.

Use of estimates

The preparation of financial statements in accordance with Canadian GAAP requires management to make
assumptions and estimates that affect the reported amounts of assets and liabilities at the dates of these
consolidated interim financial statements, the reported amounts of revenue and expenses for the periods, as well
as the disclosure of contingent assets and fiabilities at the dates of these consclidated interim financial

statements. These estimates are subject to uncertainty. Changes in estimates are recorded in the accounting -

period in which these changes are determined.
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ING CANADA INC.

il

1] .

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS (unaudited)
(in thousands of dollars except for per share amounts) '

2. INVESTMENTS

Tables 2.1 and 2.2 refiect the Company’s investments. Fixed income securities and preferred shares are
classified by investment grade and type of i issuer. .

. Table 2.1 As at June 30, 2005

I Book Feir Gross Gross
value value unreslized gans unreslized losses

| Shorlarm notes with & maturity greater than £0

i days : $ 168,550 $ 168559 S S
J Fixd income securftios ©
'i Investment grade * ) . .
i Govemmant and govemment guarantsed 12,243,330 2,356,072 113,678 38
Corporats ' : 2,017 1,023,741 52,493 - 769
f Asset-backed : C M7 357,963 11,518 .
Below investment grade © 4,238 3312 - 926
| Not rated : 18,318 17,440 1z -
y " Total fixed income securities . 3,582,350 3,750,428 178,609 1™
| _ Mortgage oans . 76,457 841,564 5107 -
‘ Preferrod shares
" investment grade * 1175477 1,224,374 54,608 5,708
I,‘ Below investment grade ¢ 13,152 15,196 2,044 -
j Total preforred shares 1,188,629 1,238,570 56,650 5709
' Common shares ¥ . 1,063,484 1,143,507 96,658 22615
( Other investments * 172,159 - 172,159 . .
$6,257,618 $6,564,787 $337,224 $30,058
Table 2.2 : As ot Dacember 31, 2004
) Book Fair Gross Gross
value . valys unrealized gains unrealizad losses

Fixed income securities

Investment grade
’ Government and govemment guarantsed $1,805,736 $1854940 $ 49,348 $ 144
Corporate 1,330,893 1,365,032 : 34,924 785
i Asset-backed ’ ] 523,381 531,800 8,550 3
Below investment grade © : 8,771 7,666 2 1127
Not rated 16318 17,000 691 -
Total fixed Income securities 3,685,099 3,776,547 93,535 2,087
Mortgage loans : 76,699 83,287 4,508
Frefurrad shams :
Investmont grade 9 1,051,792 . 1,415442 68,568 ' 2,916
' Below investment grade ® ) 17,837 20,895 3174 16
! Total proferred shares ' 1,069,620 1,136,337 69,740 3,032
Comman shares ¥ 997,707 1,077,195 90,622 ' 11134
Other investmonts * ' ] 179,271 179,271 - ’ -

$6,010,405 $6,252,637 $258 485 $16253
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ING CANADA INC.

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS {unaudited)’
(in thousands of dollars except for per share amounts}

2. INVESTMENTS (continued)

a) Fixed income securities include private ptacements and fixed income units of ING Funds (note §). The book
value of the private placements was $32,789 at June 30, 2005 {December 31, 2004 - $38,764) and their fair
value was $32,547 at June 30, 2005 (December 31, 2004 - $38,366). The book value of the fixed income
units was $16,318 at June 30, 2005 (December 31, 2004 - $16,318) and their fair value was $17,440 at June
30, 2005 (December 31, 2004 - $17,009).

‘'b) Common shares include equity units of ING Funds {note 5). The book value of these units was $138,650 at
June 30, 2005 (December 31, 2004 - $138,730) and their fair value was $155,073 at June 30, 2005
{December 31, 2004 - $150,980).

¢) The Company uses Dominion Bond Rating Services (‘DBRS") and Standard & Poor's ( S&P") to rate fixed
income securities. Under the Company’s updated practice, as of January 1, 2005, fixed income securities
with a rating equal to or above BEB- (previously A-) are classified as investment grade and other rated fixed
income securities are classified as below investment grade. Comparative figures have been reclassified to
conform to the presentation adopted in 2005.

d) The Company uses DBRS and S&P to rate preferred shares. Under the Company’s updated practice, as of
January 1, 2005, preferred shares with a rating equal to or above P3 low {previously P2 low) are classified
as investment grade and other rated preferred shares are classified as below investment grade.
Comparative figures have been reclassified to conform to the presentation adopted in 2005. :

a) Other investments include loans and strategic investments.

The Company has investments in certain common shares and income trust units'puréuant to a market neutral
strategy. The objective of this strategy is to maximize the value added from active management. The strategy
consists in having both long and short equity positions. Long and short positions are accounted for at cost.
Short positions are presented in the consolidated balance sheets as other Ilabllmes :

Table 2.3 summarizes the Company s long and short positions pursuant to the market neutral strategy.

Table 2.3 As st June 30, 2005 As at December 31, 2004

Book Fer Book Fair

value vakie value value
Long $36,141 $38,888 $41,266 $42,082
Short : 35,200 35,837 - 38,035 41,587

The Company provides collateral for securities borrowed and delivered pursuant to the sale of short securities.
At June 30, 2005, the book value of the collateral was $34,057 (December 31, 2004 -$39,641).

To assess impairment, management reviews available current information for investments with fair values below
their book values to ascertain whether the book values are expected to be recovered. The impairment recorded
for the three and six month periods ended June 30, 2005 was $62 and $62, respectlvely {$310 and $705,
respectively, in 2004).
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ING CANADA INC.

fIOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS (unaudited)
. (in thousands of dollars except for per share amounts)

!

DE%RIVATIVE FINANCIAL INSTRUMENTS

‘Thé Company uses derivative financial instruments to manage financial risks arising from fluctuations in foreign
exchange rates and cash flows. The Company'’s policy is to not utilize derivative financial instruments for trading
or speculative purposes. ’

‘Table 3.1 summarizes the derivatives used by the Company, their notional amount and their fair value. Positive
fair values are recorded as other assets and negative fair values as other liabifities.

Table 3.1 ° ‘ ) ‘ ' As at June 30, 2005 : As at December 31, 2004
: ’ Notional Positive . Negative Notional Positive Negative
amont tair value fair value amount fair value fair value

Foreign excharge risk ]
Forwards sold $40,914 $ 53 - $39,680 $ - $39
qumds bought - - - 540 - .
Cash flow risk - : ’

- Foreign currency swaps . 14,757 . 2412 - 14872 - 2,408 .

$55,671 $2,465 - $55,192 : $2,406 $39

" Table 32 provides a summary of the remaining terms to maturity of the derivatives.

Table 3.2 As at June 30,2005 As at Docomber 31, 2004

Term to maturity (notional amount) Term to maturity (notional amount)
One year or One year to Over five _ One yoar or Cne year to Ower five
less five years yoars . less fivo years years
Forwards $40,914 - . $40,220 s - $ -
Foreign currency swaps - 6,253 8,504 - 6,468 8,504
\ . $40914 $6,253 $8,504 $40,220 - $6.488 $8.504
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- ING CANADA INC.

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS (unaudlted)
- (in thousands of dollars except for per share amounts)

4

POLICY LIABILITIES

Provisions for poilcy liabilities are established to reflect the estimate of the full amount of all liabilities associated with
the insurance policies at the consolidated balance sheet dates, including claims incurred but not reported. The
ultimate cost of these liabitities will vary from the best estimate made for a variety of reasons, including additional
information with respect to the facts and circumstances of the claims incurred.

Unpald clalms and adjustment expenses

Table 4.1 As ot June 30, 2005 . As at Dacember 31, 2004

Direct ¥ : Assurnod * Cedod ¥ Direct ® Assumed * Ceded ¥
Auto : ablity $1,806,122 $ - $681208 - $1,850,330 s - $ 77,030
Auto: parsonal accident . -~ 735361 . 34,972 770207 . 32,153
Auto : other : _ 84374 1 10486 101,562 . 161
Property 698,503 . 154 332,388 610,309 1.827 314450
Liabdlity ' . 853,517 728 i 233,584 818,824 763 © 199,007
Other 60,001 10,332 66,273 58,692 10,337 64,391

$4,247,965 $12,695 $738,811 . $4,210,034 $12927  s$6ar2m

a) The aggregate of direct and assumed unpaid claims and adjustment expenses of $4,260,660 (December 31, 2004
- $4,222,961) Is shown as unpaid claims and adjustment expenses In the consolidated balance shests.

b) Ceded unpaid claims are referred to as reinsurers’ share of unpaid claims and adjustment expenses in the
consolidated balance sheets. :
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II\IG CANADA INC.

MOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS (unaudlted)

(ln thousands of dollars except for per share amounts)

i

!

POLICY LIABILITIES (contlnued)

The provision for unpaid claims and adjustment expenses Is first determined on a case-by-case basis as claims are
reported and then reassessed as additional information becomes known. It incorporates an additional provision to
account for the future development of these claims including claims incurred but not reported. In estimating the -
provision for unpaid claims and adjustment expenses, standard actuariat techniques are used. These techniques are
based on historical loss development factors and payment pattems. They require the use of assumptions such as loss
and payment development factors, future rates of claims frequency, future rates of claim severty, inflation,
reinsurance recoveries, expenses, changes in the legal environment, changes in the regulatory environment and
other matters, taking into consideration the circumstances of the Company and the nature of the insurance policles.

Unearned premiums

Table 4.2 N As at June 30, 2005 As at Decembaer 3, 2004
Direxct © Assumed Caded © Diract © Assumed Ceden @
Aurto ; liability ] $ 604,883 L I $ 1,301 $ 620367 $ 50 $ 3108
Auto ; personal accident 193,180 - 189 188,619 . 665
Auto : cther 549,847 - 125 547,998 - 008
Property 728,386 -V I 16,030 784420 3,259 40,099
+
Liability 165,094 7 . 5,386 167,253 2,394 14,838
Other . 34,280 56 18,625 36,386 251 18,581
LAY .
$2,275470 $1,064 $41,746 $2,335,043 $5.954 $78,199

é) The aggregate of direct and assumed uneamed premiums of $2,276,534 (December 31, 2004 $2,340,997) is
shown as unearmned premiums in the consolidated balance sheets.

d) Ceded uneamed premiums are referred to as reinsurers’ share of uneamed premiums in the consolidated balance
sheets. :

The provision for uneamed premiums is calculated on a pro rata basis from the unexpired portion of the premiums
written and Is validated through standard actuarial techniques to ensure that it is sufficient to cover the estimated
future costs of servicing these policies and related claims. In estimating these future costs, the Company uses
discounting technigues and adds a provision for adverse deviation to the discounted amount. There was no premium
deficiency at the consolidated balance sheet dates. '

The Company considers that the fair value of unpaid claims and adjustment expenses, as well as the fair value of
unearmed premiums, approximate their book value.

Pursuant to the acquisition of Allianz (note 1), a series of restructuring transactions (the “Restructuring™) requiring
Allianz to transfer a portion of its business (the “AGR Business”) to the Canadian branch of Allianz Global Risks US
Insurance Company (“AGR") will be completed during the course of the year. Until regulatory approval is obtained for
the Restructuring, the AGR Business is subject to a quota share agreement with Allianz Global Risks
Riickversicherungs AG. Consequently, the AGR Business had no net impact on the consolidated interim statements
of income of the Company for the three and six month periods ended June 30, 2005.
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ING CANADA INC.

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS (unaudited)
(in thousands of dollars except for per share amounts)

4, POLICY LIABILITIES (continued)

Table 4.3 shows tﬁe impact of the AGR Business on the oonsolidated balance sheets.

Table 4.3 ' As at June 30, 2005 As at December 31, 2004

' Assumed Caded - Assumed Cedad
Unpaid claims and adjustment expensas $12,695 $440,453 $12.927 - $447,102
Uneamed premiums ' 1,064 24,685 5854 61,523

5. RELATED PARTY TRANSACTIONS

The Company enters into transactions with the controlling shareholder, ING Groep, and companies that are subject to
common contro! or management. These transactions consist of management and advisory expenses, financing
charges, as well as advisory fee income. These transactions are camied out in the normal course of operations.
Accordingly, they are measured at the exchange amount and are settied on a regular basis.

Table 5.1 summarizes the impact of remsurance ceded to afﬁllated companies on the consolidated interim statements
of income.
Table 5.1 For the three months ended June 30 For the six months ended June 30
, 2005 2004 2005 2004
Coded prermiums eamed $12,098 $14,725 . $24708 - §28.347 "
Caded dlaims and loss edjusiment expenses - 17,858 (4,608) 24,392 : 782
(Incoma) loss before income taxes $(5.859) $19,232 $ 318 $27,565

Table 5.2 summarizes the other types of transactions with affiliated companies.

Table 5.2 For the three months ended June 30 For the six months ended June 30

2005 2004 2065 2004
Advisory fee income $2.487 $2,090 $4.828 $4.091
Ganeral expenses 4,547 4382 8,830 8127
Interest expense ' 1,990 2,489 . 3,881 5,018
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NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS (unaudited)
( In thousands of dollars except for per share amounts)

"

RELATED PARTY TRANSACTIONS (continued)

Table 5.3 summarizes the inter-company balances.

Table 5.3 - ' As at June 30, 2005 As at December 31, 2004

Reinsurance payabls . $1,378 g $ 6
Interast and cther payables 2,654 ' 2,960
$4,033 $3,025

Efféctive January 1, 2004, the Company commuted a quota share agreement with an affiliated company.
Consequently, the Company assumed $665,000 in previously ceded policy Ilabllltles and received an equivalent
amount of investment assets

In 2000. a subsidiary of the Company taunched a series of mutual funds under the ING brand name for distribution in
Canada. This subsidiary acts as the funds' manager and advisor. Other subsidiaries of the Company have
investments in the units of these funds {note 2). The fair value of these investments represented 49.0% of the funds’
total fair value at June 30, 2005 (December 31, 2004 - 45.9%). The Company has decided to exit its fund
management activities {note 15).

INCOME TAXES

Table 6.1 explains the difference, expressed in percentage, between the income tax expense and the amount that
would have been computed if the federal and provincial statutory rates had been applied to consolidated mcome
before taxes :

Table 6.1 - - For the three months ended June 30 For the six months ended June 30
' 2005 2004 ' 2005 2004
% % % .
ncoms tax axpense calcuiated at statutory rates ’ 345 3.2 ’ ) 345 332
Incraa.sa {decrease) resulting from : ) ' : .
Non-taxable dividends @8 @o) 3.1 35
Tax on large corporations - 6.4 - 0.4
Non-deductible axpenses 7 - 0.2 0.3 15
Recovery of losses not previously recognized {0.6) ) (1.4) {0.4} {1.0)
Non-taxable portion of capital gains 0.2) . (1.4) : (05) (0.8)
Other (net) S - 0.2) - {0.1)
Income tax expense 30.9 27.8 30.8 . 29.7
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NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS (unaudited)
(in thousands of dollars except for per share amounts)

7. PENSION PLAN INFORMATION

The Company has several defined benefit penéion plans, as well as defined contribution pension plans. The

Company recorded defined benefit pension income of $582 and $1,308 for the three and six month periods ended -

June 30, 2005, respectively (3747 and $1,493 for the three and six month periods ended June 30, 2004). For the

defined contribution plans, the expense and the employer contributions were $361 and $946 for the three and six -

month periods ended June 30, 2005 (nil for the three and six month periods ended June 30, 2004).

The Company partly finances several other retirement plans offering life insurance and health benefits which are

closed to new participants. For these other plans, the Company recorded an expense of $214 and $431 for the .

three and six month periods ended June 30, 2005, respectively ($142 and $284 for the three and six month periods
ended June 30, 2004). - : : :

8. DEBT OUTSTANDING

Table 8.1 summarizes the Company’s loans and line of credit.

Table 8.1 - ‘ . .

. lssuer Maturtty Rute As at June 30, 2005  As at December 31, 2004
ING Verzekeringen, N.V. August 27, 2006 6.27% $127,000 $127,000
ING Insurance Intamational, NV, - - 128,230
Royal Bank of Canada * - - -

$127.000 $256,230

{

a) Non-interest bearing promissory note, representing the outstanding balance arising from the redemption of
preferred shares. The note was fully repaid in January 2005, following the exercise of the over-allotment option
granted to the underwriters as a result of the initial public offering (note 1).

b) Uncommitted revolving credit facility in the amount of $50,000, which may be drawn as primary loans at the
prime rate or as bankers’ acceptances at the bankers' acceptance rate.




ING CANADA INC.

I):IOTES TQ CONSOLIDATED INTERIM-FINANCIAL STATEMENTS (unaudited)
. (In thousands of dollars except for per share amounts)

. SHARE CAPITAL
Pursuant to the underwriters’ agreement for the prospectus, the underwriters were granted an over-allotment option
to purchase up to an additional 5,232,000 common shares at the offering price of $26.00 per share within thirty days

from the date of the closing of the offering. The option was exercised in full on January 13, 2005, generating net
proceeds of $129,230 and increasing share capital by $131,556 after tax.

Table 9.1 summarizes the Company’s share capital.

Il Table 9.1 As at June 30, 2005 As at Decomber 31, 2004

! ; Authorized - Issued and outstanding Amourt Authorized  lssued and outstanding Amount

! Classes of shares ‘ . {sharus) {shares) . (shares) - (shares}

|| Common © Unfimited 133,732,000  $1,183,846 Unfimitad 128,500,000  $1,052,280
:. Class A . Unlimited . . Unlimitad

!i Special ¥ One 1 - One 1

'l ' $1,183,846 $1,052,290

| . . . '

[ a) The Special Share is convertible into one common share. The beneficial owner of the Special Share is entitlied
to nominate and elect a certain number of directors to the Board and appoint the Chief Executive Officer, as
determined by the number of common shares that the holder of the Special Share beneficially owns.

. 10. STOCK-BASED COMPENSATION

. ' M .
i On February 16, 2005, the Board of Directors of the Company approved a Long-term Incentive Plan for certain key
employees. Under that plan, these employees are awarded performance units {one performance unit equals one
|  common share of the Company) as a portion of their compensation. Each award vests and pays out at the end of a
three-year performance cycle. The payout varies based on a performance target driven by the Company’s three-
year average retum on equity relative to that of the Canadian property and casualty insurance industry. The payout
+ may only be in common shares. Accordingly, this type of compensation is recognized as an expense with a
. corresponding increase to contributed surplus. The Company re-estimates the number of performance units that
. are expected to vest at each reporting period. The estimate was 180,250 units at June 30, 2005.

Il Members of the Company's Board of Directors who are not officers or employees of the Company or its affiliates,
receive compensation in the form of Deferred Share Units (“DSU”) and may elect to receive other compensation in
the form of DSU's or cash. A DSU represents an amount owed by the Company to the directors and has the same
value as one share of the Company at the date of the grant. These DSU's may not be paid out until such time that
the director leaves the Board. Payment may be in cash or common shares of the Company, at the option of the
directors. Accordingly, director compensation is recognized as an expense and a liability.

The Company will purchase the shares that eventually vest in the market.
The aggregate amount charged to compensation expense for these plans was $456 and $773 for the three and six
month periods ended June 30, 2005, respectively. The expense is based on the fair value of the awards at the

dates of the grants and represents management's estimate of the payout by reference to the achievement of an
expected performance target.
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ING CANADA INC.

NOTES TO CONSOLIDATED IN.TERIM FINANCIAL STATEMENTS (unaudited)
(in thousands of dollars except for per share amounts) ' .

1.

12

13.

EARNINGS PER SHARE
Tablo 1.1 ‘ . For the three months ended June 30 For the six months ended Juna 30
. 2005 2004 2005 2004"
Basic earnings per sharo .

Net income available to common shareholders . $223,614 - $172,350 $362,103 $257 450
Average number of common shares {in thousards) 133,732 83,620 133,356 93,620

Basic eamings per share $1.67 $1.684 $2.86 $3.07
Diluted samings per share ' ’ .

Net income available to common sharehoiders . $223,614 $172.350 $382,103 $287 450
Adjusted net income available to common shareholders 223614 172,350 382,103 287,450
Average number of diluted common shares (in thousands} ) 133,732 83,620 133,356 93,6820

Diluted earnings per share . C $1.67 $1.84 $2.86 $3.07

e) Fuwnparaﬁvepumoses.ﬂ'xenumbafuloomnmshamsmfamﬂwmaganizaﬁonofﬁnﬂalasﬂﬂhadmnmdonmuarytm.

INTEGRATION COSTS

In connection with the acquisition of Allianz, the Company recorded integration costs as part of the purchase price.
These costs represent the amounts the Company expects to incur in relation to the integration of the operations of
Allianz and consist of provisions for involuntary employee terminations, redundant iease space, discontinuance of
information systems and regulatory policyholder notification requirements. '

The outstanding balance of these integration costs was $28,275 at June 30, 2005 (December 31, 2004 - $34,518).
The Company expects to incur these costs over the next six to twelve months, .

ACQUISITIONS

During the first six months of 2005, goodwill and intangible assets increased by $13,921 and $2,837, respectively,
as a result of acquisitions made by subsidiaries of the Company for cash consideration of $12,370. Where the
acquisitions give the Company control over investees which were previously accounted for as long-term
investments under the equity method, the investees are consolidated, resulting in an increase of and a reallocation

to assets and liabilities.
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NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS (unaudlted)
. (In thousands of dollars except for per share amounts)

14. SEGMENTED INFORMATION

The Company's core business activity is property and casualty insurance. Property and casualty operations include
two manufacturing segments and the investment segment. The manufacturing segments are personal lines and
commercial ines. Classes in the personal-lines segment include automobile and property. Classes in the
commercial lines segment encompass commercial property and liability, automobile, surety, marine, as well as
niche products that are targeted towards limited markets requiring specialized underwriting and claim settiement.
The effect of reinsurance is reflected in the revenue and results of the manufacturing segments. The investment-
activities consist of managing the investment portfolio for the Company as a whole. Investment income is shown
net of investment expenses. Nan property and casualty segments include corporate and other activities, as well as
realized investment and other gains. Corporate and other activities include miscellaneous sources of income such
as commissions and advisory fees and related expenses, the Company's share of net income from long-term
investments and expenses pertaining to non-recumng items such as acquisitions whose effects are not allocated to
any other segment.

For the three months anded Juns 30 For the six months snded June 30
Table 14.1 ' : 2005 2004 ‘ 2005 2004
Revenue
Property and casualty insurance :
Personal insurance : $ 665424 £576.414 $1,341,202 $1,148111
Commercial insurance . 250,410 251,590 582,635 497,684
Investment 90,850 60,357 164 633 120,676
Total property and casualty insurance 1,046,684 888,361 2,088,470 ’ 1,766,471
Corporate and other 18,895 6,509 33,218 11,928
. ’ Realized investment and other gains 46,757 6,027 89,496 78,072
B Total revenue $1,112,338 $900,897 $2,211,183 $1,656.471
i
” Incoms (loss) before income taxes
i Property and casualty insurance
‘ Personal insurance $ 114,902 $108,598 § 195304 _$ 131652
' Commercial insurance 64,856 65,939 99,438 86,321
Investment 85,210 57980 - 153,352 116,001
| Total property and casualty Ins'uranoe 265,008 s . 448,004 333,984
” Corporate and other 11,898 6 14,685 (3,125)
, Realized invesiment and other gains 46,757 6,027 89,496 78,072
0 )
. Total income before income taxes $ 323,663 $238,550 $ 552,285 $ 408,931
K : As at
' June 30, 2005 December 31, 2004
Agsets
Property and easualt¥ insurance” $9,344 378 $9,230,609
Corporate and other® 592,808 432,515
Total assets $9,037,186 $9,663,124
For the three For the six For the
months ended months ended yenr onded
June 30, 2005 June 30, 2005 Decembar 31, 2004°
1 Goodwilll acquired : i . ]
Property and casualty insurance $ - $ - $32,525
. Corporate and other 13,921 13,921 14,229
' _Total goodwill acquired $13,921 $13,021 $46,754
a) Inctudes goodwill of $§74.411 at June 30, 2005 and at December 31, 2004,
b) Includes goodwill of $30,626 at June 30, 2005 and $16,705 at December 31, 2004.

¢) No goodwill was acquired during the three and six month periods ended June 30, 2004,
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ING CANADA INC.

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS (unaudited)

{in thousands of dollars except for per share amounts)

15. SUBSEQUENT EVENT

On July 8, 2005, the Company terminated five ING Funds (note 5). Investments remaining in these funds, at that date,

were switched into the ING Canadian Money Market Fund, which, along with twelve other ING Funds, were merged .

into AGF Funds on August 5, 2005, pursuant to the agreement with AGF Funds Inc. As part of that agreement, AGF

Funds also acquired the ING Canadian Dividend Income Fund. The Company does not expect to incur significant .

incremental expenses or asset impairment charges as a result of these transactions. Furthermore, the exiting of fund
management activities will have no material impact on the Company’s future results.

16. COMPARATIVE FIGURES

Certain comparative figures have been reclassified to conform to the presentation adopted in the curfent year.
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" Toronto, ON - September g, 2005

SN NEWS RELEASE

ING CANADA FILES PRELIMINARY
SHORT FORM BASE SHELF PROSPECTUS

THIS PRESS RELEASE MAY NOT BE PUBLISHED, DISTRIBUTED OR TRANSMITTED IN OR
INTO THE UNITED STATES OR OVER UNITED STATES WIRE OR NEWS SERVICES.

ING Canada Inc. (TSX: lIC.LV) announced today that it has filed a preliminary short form base
shelf prospectus with securities regulatory authorities throughout Canada. These filings would

" allow ING Canada to offer over a 25 month period an aggregate of any combination of up to

$1 billion (Canadian) in debt, preferred or common share securities, subject to a receipt being
received for a final short form base shelf prospectus.

The nature, size and timing of any financings would be dependent upon ING Canada'’s

. assessment of its requirements for funding and general market conditions. At the time any
securities covered by the base shelf prospectus are offered for sale, a prospectus supplement
containing specific information regarding the terms of the securities being offered would be
provided. Unless otherwise specified in the prospectus supplement, the net proceeds from the
sale of securities would be used by ING Canada for general corporate purposes. _ :

i.
This press release shall not constitute an offer to sell or the solicitation of an offer to buy, nor
shall there be any sale of securities in any jurisdiction in which such offer, solicitation or sale

would be unlawful, prior to qualification under the securities laws of any such jurisdiction.
Securities that would be issued would not be registered under the United States Securities Act

of 1933 and would not be offered, sold or delivered, directly or indirectly, in the United States
of America, its temritories, its possessions and other areas subject to its jurisdiction or to, or for
the account or benefit of, a U.S. person (as defined in Regulation S under the U.S. Securities
Act of 1933) except in certain transactions exempt from the requirements of the U.S.

Securities Act of 1933. .

ING Canada is the largest provider of property and casualty insurance in the country, offering
automobile, property and liability insurance to individuals and businesses through its insurance

. subsidiaries.

Media inquiries:
Shawn Murray — Manager, External Communications, Tel: 416-217-5900 Ext. 2930

Email: shawn.murray@ingcanada.com

' Investor inquiries: . 3
‘E-?::’ :‘_‘::l
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- Brian Lynch — Director, Investor Relations Tel: 416-941-5181 £
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ING Canada Offers Shareholders Dividend Remvestment Options 4

TORONTO, Sep. 12, 2005 {Canada NewsWire via COMTEX News Network) -- ING Canadaglnc. (TSX IIC LV)i fruw Al
announced today that holders of its common shares and prospective -investors can now rernvest “their & FINANCE
dividends in additional shares of the Company by way of either a Dividend Re-investment Plan ("the Plan")
administered through the company's transfer agent or via the Co-Operative Investing Service ("the "CS1
Option") operated by Canadian ShareOwner Investments Inc. ("CSI"). Dividend re- mvestment purchases

. under either altemative will be made free of commissions.

T‘-h Plan

Shéreholders should contact their broker directly to enrol in the Plan and to obtain full detalls of their
broker's relevant administrative practices and charges, if any. Some brokers may require their clients to
hold a minimum number of shares to participate in the Plan.

Common shares distributed under the Plan will, at the option of ING Canada, be issued directly from
treasury at a price calculated on the basis of market value, or purchased directly in the open market.

A copy of the Plan can be found under "Investor Relations" on the Company's web site at
www.ingcanada.com or may be obtained by contacting the ING Canada Investor Relations department at
181 University Avenue, 7th Floor, Toronto, Ontario, M5H 3M7, by telephone at 1-866-778-0774 {toll-free)
or by Emall at ir@ingcanada.com.

| €SI Option

Shareholders may alternatively choose to reinvest ING Canada dividends at no cost through CSI. There is
no minimum shareholding requirement and investors have access to low-cost, co-operative purchases and
sales in ING shares every Tuesday, as well as competitively-priced online and telephone trading.

o Option participants require an account at CSI where they can transfer and acqunre ING shares, both
trading and registered retirement savings accounts are eligible.

Interested persons should contact CSI directly by calling 1-866-644-6881 (toll-free) or (416) 595- 7200 or
through their web site at www.ShareQwner2.com/ing.htm.

Residents of the United States are not eligible to participate in either the Plan or the CSI Option as the
shares are not registered under the United States' Securities Act of 1933,

ING Canada's next dividend is payable in the amount of $0 1625 per share on September 30, 2005 to
shareholders of record on September 20, 2005, Both the Plan and the CSI Option are effective as of today s
date.

Abdut ING Canada

. ING Canada is the largest provider of property and casualty insurance in the country, offering automobile,
, property and liability insurance to individuals and businesses through its insurance subsidiaries.

About Canadian ShareOwner Investments

Canadian ShareOwner Investments, a member of the Investment Dealers Association of Canada (IDA) and
the Canadian Investors Protection Fund {CIPF), is Canada's only dollar-based investment dealer with a
. .. dividend re-investment and share purchase service that accommodates both whole and fractional shares.
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Media inquiries:

Shawn Murray .
Manager, External Communication
Tel: (416) 217-590 Ext. 2930

Email: shawn.murray@ingcanada.com

Investor inquiries:

Brian Lynch

Director

Investor Relations

Tel: (416) 941-5181

Email: brian.lynch@ingcanada.com
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Toronto, ON - September 29, 2005

MARK TULLIS TO BECOME ING CANADA'S
CHIEF FINANCIAL OFFICER

ING Canada (TSX — IIC.LV) announced today the appointment of Mark Tullis as Senior Vice
President and Chief Financial Officer. Mr. Tullis will replace Mike Cunningham in March 20086,

who will retire from ING after 15 years of service.

Mr. Tullis, who joined ING Americas in 1999, is currently the President, ING U.S., Institutional
Businesses. He is also a member of ING Canada's Board of Directors. Previously, he served ING
Americas as Executive Vice President Strategic Marketing, Chief Financial Officer and Chief of
Staff. He also played an aclive role in the significant M&A transactions that took place during his

tenure both in the U.S.A and in Latin America.

Before joining ING, Mr. Tullis was Executive Vice President and Chief Actuafy at.Prirnerica. a
subsidiary of CitiGroup. He holds a Bachelor of Science degree in mathematics and is a Fellow of
the Society of Actuaries. He is also a8 member of the American Academy of Actuaries. _

. About ING Canada

ING Canada is the largest provider of property and casualty insurance in the country, offering
automobile, property and liability insurance to individuals and businesses through its insurance

subsidiaries.

Media Inquiries:
Shawn Murray, Manager External Communications

ING Canada
416 217 5900 ext. 2930
shawn.murray@ingcanada.com

Investor Inquiries:
Brian Lynch, Director Investor Relations

ING Canada
416 941 5181 5 ‘
brian.lynch@ingcanada.com 27 o
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availability and affordability. The sustainability of these cost containment measures and any.{ further rate -57

NEWS'RELEASE

Toronto, ON — February 16, 2006

ING Canada Reports Strong 2005 Fourth Quarter and Full Year Results

ING Canada Inc. (TSX: IIC.LV) reported net income of $196.9 million for the quarter ended December 31,
2005, up 13.7% from $173.1 million in the same period of the preceding year. Revenues for the fourth

quarter also increased to $1.1 billion, a 10.6% increase from $1.0 biltion in the correspondlng quarler of
2004.

For the year 2005, net income amounted to $781.8 million, up 25.2% from $624.2 million in the previous
year, on increased revenues of $4.4 billion, up 17.6% from the $3.8 billion recorded in 2004. The results
were driven by continued strength in underwriting profit and investment results.

Claude Dussault, president and CEO commented: “The fourth quarter capped another year of exceptional
results for ING Canada. Revenue growth resulting from our acquisition of Allianz Canada combined with
excellent underwriting and investment performance allowed us to achieve our best year on record.” .

“Despite increases in the severity of both personal property and commercial insurance claims, reductions in
automobile insurance premiums and a softer pricing environment in commercial insurance, we continued to
have strong underwriting results. Qur numerous initiatives to improve our value to customers and brokers
and build long-term, sustainable growth resulted in an increase in the number of risks we insure, which is a
key measure of organic growth.”

Basic and diluted pro-forma earnings per adjusted share for the fourth quarter amounted to $1.47 compared
to $1.35 (basic) and $1.29 (diluted) in the comresponding period of 2004. Earnings per adjusted share
reached $5.85 for 2005 versus $4.86 (basic) and $4.66 (diluted) in 2004. The earnings per adjusted share
figures were retroactively determined as if the shares issued as a result of the December 2004 initial public
offering (“IPO") had been outstanding throughout 2004. Under Canadian generally accepted accounting
principles, the earnings per share for the fourth quarter amount to $1.47 compared to $1.69 (basic) and
$1.67 (diluted) for the corresponding period of 2004. In 2005, earnings per share were $5.85 compared to
$6.51 (basic) and $6.49 (diluted) in 2004. The reduction in eamings per share reflects the higher number of
shares outstanding in 2005 following the 2004 1PO.

ING Canada also announced that it has declared a quarterly dividend of 25.0 cents per share on its
outstanding common shares, payable on March 31 to shareholders of record on March 13.

Current Outlook

Industry returns in automobile insurance are expected to continue to exceed historical levels i in 2006
Provincial reforms implemented over the last two years have stabilized claims costs while restonng_j
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reductions will be key drivers of performance. Automobile claims frequency remains low and we believe it
will either increase in 2006 or lead to additional premium reductions.

Prices are softening in commercial insurance but are still yielding returns above historical levels. Non-
residential construction cost increases continue to put pressure on commercial und'enwiting margins. We
are maintaining pricing and underwriting discipline and working with brokers to ensure commercial
customers retain sufficient coverage. :

We expect the industry’s top-line growth rate for the next 12 months to be below historical levels and for the
- industry, underwriting results to fall short of the favourable level experienced in 2005. That said,
underwriting resulits in 2006 should exceed historical returns. Our distinct product and service proposition
delivered through a multi-channel distribution network will be a key driver in fuelling organic growth. '

- Financial Summary

'
1]

2005 2004 . Change 2005 2004 Change
Q4 Q4 12-month  12-month
Direct Premiums Written (in millions) '$905.0  $883.0 25% | $39049  $3,575.9 . 9.2%
Underwriting Income (in millions) 126.3 1184 - 6.7% 537.7 470.0 14.4%
Net income (in millions) 196.9 1731 13.7% 781 .8“ 624.2 25.2%
Eamings per share (in dollars)* ' ' ' _
Basic 147 169 " (13.0)% .5.85 651  (10.1)%
Diluted , 147 167 (12.0)% 5.85 ' 6.49 (9.9)%
Eamings per adjusted share (iﬁ dollars)** 1.47 135 8.9% 5.85 4.86 20.4%
Basic pro-forma
Earnings per adjusted share {in dollars)** 147 1.29 14.0% 5.85 4.66 255%
Diluted pro-forma | _ . '
Retum on equity - last 12 months ’ 31.6% 40.9% (9.3)
Return on equity — Q4 annualized 28.1% 39.6% (11.5) |
Combined ratio 86.9% 86.7% ' 0.2 86.0% 86.0% 0.0

* Earnings per share figures were determined under Canadian generally accepted accounting principles,
taking into account the lower number of shares outstanding in 2004 prior to the December IPO.

**Each of the basic and diluted eamings per adjusted share are calculated on a pro-forma basis as if the
128.5 million and 133.7 million shares issued following the December 2004 IPQ and the January 2005
exercise of the over-allotment option, respectively, were outstanding during the periods prior to 2005.
However, these figures have not been adjusted to reflect the potential effect of the use of proceeds on the
investment income in 2004. '

Financial Highlights

s Net income for the fourth quarter was $196.9 million, an increase of $23.8 million or 13.7%
compared to the fourth quarter of 2004. Total net income for 2005 was $781.8 million, an increase
of $157.6 million or 25.2% from the $624.2 million of the previous year.




» Revenues for the fourth quarter of 2005 increased 10.6% to $1.1 billion from $1.0 billion in the
corresponding quarter of the previous year. Net premiums earned increased by $73.1 million or 8.2
% to reach $961.3 million from $888.2 million in the fourth quarter of 2004. Allianz accounted for
most of the revenue increase, which was offset by lower premiums from industry pools and the
impact of automobile insurance rate reductions. During the quarter, investment income increased
by 4.3% to reach $78.5 million as a result of the growth in invested assets. Realized gains on the
sale of investments increased from $36.3 million to $67.2 million, mainly due to gains in the fixed
income portfolios. Total income before taxes for the quarter increased from $229.7 million in 2004
to $269.3 million.

o For 2005, revenues increased 17.6% over 2004 to $4.5 billion. Net premiums earned increased by
14.1% to $3.8 billion. Investment income increased 26.8% to reach $338.5 million while realized
gains on the sale of investments increased from $132.4 million to $223.5 million. Total income
before taxes in 2005 increased to $1.1 billion, up from $855.8 million in 2004. Growth in net
premiums and investment income during the year was driven by the acquisition of Allianz.

« Shareholders' equity increased by $833.0 million or 40.4% in 2005 to $2.9 billion as a result of
increased profits since the beginning of the year and the exercise of the IPO over-allotment option
in January. Our debt to total capital ratio continued to decline during the quarter and currently
stands at 4.2%.

Business Highlights

.« For the fourth quarter, direct written premiums increased 2.5% or $22 million over 2004 to $905
million. In 2005, total direct written premiums increased 9.2% to reach $3.9 billion. The increase,
for the quarter and the whole year, was mainly attributable to the acquisition of Allianz Canada.
The slower growth during the quarter reflects the fact that Allianz results for December of 2004
were included in our 2004 earnings statements. Through 2005, the increase in the growth of total
direct written premiums was constrained by rate reductions in personal automobile insurance and
lower premiums from industry pools, as well as a softening of pricing conditions in commercial
insurance. However, we had an overall increase of 14.6% in the total number of risks we insure.

« Underwriting results were strong throughout 2005, despite significant personal property losses.
Underwriting income in the fourth quarter was $126.2 million, an increase of $7.9 million over the
same period in 2004. The combined ratio for the quarter rose by 0.2% to 86.9%. Total
underwriting income for 2005 increased $67.7 million from 2004 to $537.7 million due to favourable
claims developments, which amounted to $277.7 million.

e Investment income increased by $71.5 million or 26.8% to $338.5 miillion in 2005. Total realized
investment and other gains increased $91.1 million or 68.8% in 2005 to $223.5 million.

+ Integration of the operations of Allianz Canada, acquired in December of 2004, has gone well. Itis

expected the integration will be completed in the first quarter of 20086.

Corporate Developments

In the fourth quarter the Quebec financial services sector regulator, the Autorité des marchés financiers
(AMF), concluded its investigation initiated in March 2005 in relation to the business practices of the P&C
industry, including ING Canada affiliates in Quebec. The AMF investigation did not find that any fraudulent

_act was committed, nor that any customers of the brokerages represented by Equisure Financial Network

Inc. (Equisure) suffered harm or damages. However, Equisure agreed to improve its disclosure practices
regarding brokerage ownership and perifolio transfers and agreed to review its corporate structures.




Equisure also agreed to pay a sum of $800,000, which included the investigation costs incurred by the
regulator. -

Conference Call

ING Canada will host a conference call to review its eamnings results today at 10:00 am EST. To listen to
the call via live audio webcast and to view the presentation slides, visit our website at www.ingcanada.com
and click on “Investor Relations”.

The conference call is also available by dialling 617-614-3474 or 1-800-706-7749 (toll free in North
America). The passcode is 51957322, Please call ten minutes before the start of the call.

A playback of the call will be available starting at 12:00 p.m. EST today through 5:00 p.m. EST on February
23. To listen to the replay, call 617-801-6888 or 1-888-286-8010 (toll free in North America). The passcode
is 18783073. A transcript of the call will also be available on ING Canada’s website.

About ING Canada

ING Canada is the largest provider of property and casualty insurance in the country, offering automobile,
property and liability insurance to individuals and businesses through its insurance subsidiaries.

Media enquirles:
Shawn Murray - Manager, External Communications, Tel: 416-941-5151 Ext. 2930

Email: shawn.murray@ingcanada.com

Investor enquiries:
Brian Lynch — Director, Investor Relations, Tel: 416-941-5181

Email: brian.lynch@ingcanada.com




MANAGEMENT DISCUSSION AND ANALYSIS

February 16, 2006 _

The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with our consolidated interim financial statements (unaudited) and accompanying notes at the
end of this report, as well as the Management’s Discussion and Analysis of Financial Condition and Results
of Operations and the financial statements in the Company's 2004 Annual Report to Shareholders.

The Company uses both generally accepted accounting principles (GAAP) and certain non-GAAP
measures lo assess performance. Non-GAAP measures do not have any standardized meaning prescribed
by GAAP and are unlikely to be comparable to any similar measures presented by other companies. ING
Canada analyzes performance based on underwriting ratios such as combined, expense and loss ratios.
These terms are defined in the glossary of terms section beginning on page 13 of the 2004 Annual Report
and appear with a footnote description whenever the term first appears in the management discussion and
analysis.

This discussion and analysis contains forward-looking statements that involve risks and uncertainties. Our
actual results could differ materially from these forward-looking statements as a result of various factors,
induding those discussed below or in our 2004 Annual Report. Certain totals, subtotals and percentages
may not agree due to rounding. Additional information about ING Canada, including the Annual information
Form, may be found online in SEDAR at www.sedar.com.

Current Outlook )
Several key factors will affect the property and casualty (“P&C") insurance industry in 20086.

* Stable claims costs In automobile insurance: Automobile insurance reforms adopted by various
provinces over the last two years continued to be effective in 2005 at containing and stabilizing
claims costs. Product availability and affordability have accordingly been restored. Sustainability of
these cost containment measures as well as potential rate reductions will continue to be the key
performance drivers in 2006. ' '

= Low frequency of automobile claims: Automobile claims frequency remains low and we believe
frequency will either increase or continued low frequency will lead to premium reductions in 2006.
Nevertheless, barring unexpected developments, industry returns in automobile insurance in 2006
are likely to exceed historical levels.

.= Commercial insurance competition: Commercial insurance continues to be competitive: prices
are softening but continue to yield returns above historical levels. We remain disciplined in pricing
and underwriting and committed to superior service to our brokers and commercial customers.

= Non-residential construction cost increases: Non-residential construction cost increases are
putting pressure on commercial insurance underwriting margins. We are working with our brokers
to ensure that our commercial customers retain sufficient coverage.




* Lower industry growth rates but still strong underwriting profits: We expect the industry’s top-
line growth rate for the next 12 months to be below historical levels and for the industry,

underwriting results to fall short of the favourable leve! experienced in 2005. That said, underwriting

results in 2006 should exceed historical retums.

ING Canada, with its scale advantage, underwriting discipline and pricing sophistication is well positioned to
capitalize on the above conditions and continue to outperform the industry’s return on equity for the
foreseeable future. Qur distinct product and service proposition delivered through a multi-channel
distribution network will be a key driver in fuelling organic growth.

Overall Performance
Net Income

Net income for the year ended December 31, 2005 was $781.8 million, an increase of $157.6 million, or
25.2%, from $624.2 million for the year ended December 31, 2004. Net income was $196.9 million for the
three months ended December 31, 2005 (Q4 05), an increase of $23.8 million, or 13.7%, from the three
months ended December 31, 2004 (Q4 04). ' '

These results are driven by: (1) continued strong underwriting income, particularly in personal autormobile,
despite the impact of increased catastrophe claims, most notably in personal property, (2) actual claims

experience being less than previously reserved for, creating redundant reserves to the benefit of eamings
and {3) robust investment results. ‘ '

2005.
Three months ended Year ended
(in millions of dollars) : December 31 - December 31
2004 Net income ' ' $173.0 _ $624.2
Underwriting income - .
Prior year claims development (excluding pools)* 298 113.6
Allianz _ : {11.3) 258
Current accident year * . (3.7) (54.0)
Industry pools * - (10.7) (8.0)
Catastrophes * : 1.1 {33.1)
Investment income ' (3.7 329
Realized investment and other gains 255 775
Other . {3.1) 29
2005 Net income ' $196.9 $781.8

* excluding Allianz

The following table presents the major changes in net income for the year and quarter ended December 31,




Sf;areholders ' Equity

Shareholders’ equity increased by $833.0 million, or 40.4%, to $2,892.6 million in 2005 compared to
$2,059.6 at December 31, 2004. This increase reflects net income of $781.8 million plus $131.6 million in
additional proceeds from our December 2004 initial public offering received in January 2005 less $86.9

milfion in dividends ($0.65 per share) paid during the year.

The financial data in the following tables was prepared using Canadian generally accepted accounting
principles (GAAP) and is taken from our consolidated financial statements for the year and quarter ended

December 31, 2005.

(in millions of dollars, except per
share data) ;

Direct premiums written

Total revenue

Underwriting income

Net income

Earmmings per share (in dollars);
Basic -
Diluted

Investments

Total assets

Debt outstanding

Total shareholders' equity

Three months ended

December 31

2005 : 2004
$ 9050 $ 8830
1,111.6 1,004.7
126.3 118.4
196.9 173.4
147 1.69
1.47 . 167

Year ended
December 31
2005 - 2004
$3.904.9 $3.575.9
4,446.1 37809
537.7 4700
781.8 6242
585 6.51
585 649
6,721.0 6,285.1
9,926.5 9,663.1
1270 - 2562

2,892.6 2,059.6

The following table shows selected non-GAAP financial ratios and return on equity (ROE) data.

Claims ratio
Expense ratio
Combined ratio

@)
3

ROE ¢
ROE of our P&C insurance
subsidiaries’™

Three months ended

December 31
2005 2004
56.1% 56.1%
308% 30.6%
86.9% . 86.7%

Year ended
December 31
2005 2004
56.3% 56.6%
20.7% 294%
86.0% 86.0%
31.6% 40.9%
352% 39.6%

{1) Claims and claims expenées incurred, net of reinsurance during a defined period and expressed as a
percentage of net premium eamed for the same period. The financial numbers are determined in accordance
with GAAP but the ratio is a non-GAAP measure.

{2) Expense including commissions, premium taxes and all general and administrative expenses, incurred in
operating the business during a defined period and expressed as a percentage of net eamed premiums for the
same period, Components of the expense ratio - commissions, premium taxes and general expenses are

- individual ratios expressed as a percentage of net earned premiums. The financial numbers are determined in
accordance with GAAP but the ratio is a non-GAAP measure.




(3) The sum of the claims ratio and the expense ratio. A combined ratio below 100% indicates a profitable
underwriting result. A combined ratio over 100% indicates an unprofitable result. The financial numbers are
determined in accordance with GAAP but the ratio is a non-GAAP measure.

(4) Return on equity (ROE) is a non-GAAP measure which represents our net income for the twelve months
ended on the date indicated divided by the average shareholders' equity over the same twelve-month period.
The financial numbers are determined in accordance with GAAP.

{5) Return on equity of our P&C Insurance subsidiaries is a non-GAAP measure which represents net income of
our P&C insurance subsidiaries for the twelve months ended on the date indicated divided by the average
shareholders' equity of our P&C insurance subsidiaries over the same twelve-month period. The financial
numbers are determined in accordance with GAAP. Our P&C insurance subsidiaries consist of Belair
Insurance Company Inc., ING Insurance Company of Canada, ING Novex Insurance Company of Canada, -
The Nordic Insurance Company of Canada, along with our warranty company, Wellington Warranty
Company Inc. After November 30, 2004, the results of our P&C insurance subsidiaries consist of those results
of the above-mentioned subsidiaries, as well as those of the subsidiaries of Allianz: Allianz Insurance
Company of Canada and Trafalgar Insurance Company of Canada.

Direct Premiums Written

Direct premiums written increased $329.0 million or 9.2% in 2005. Allianz contributed $423.5 million more in
direct premiums than last year. Results in 2004 included one month only of Allianz. Premium growth was
lower due to reduced premiums from industry pools of $104.2 million.

For the quarter, direct premiums written increased $22.0 million or 2.5% due to the acquisition of Allianz
which accounted for $48.8 million, or all of this increase. Premium growth in the quarter decreased by lower
premiums from industry pools of $31.8 million.

A key non-GAAP measure of our growth is written insured risks defined as the number of vehicles in
automobile insurance, the number of premises in personal property insurance and the number of policies in
commercial insurance (excluding commercial auto insurance). ‘

The number of written insured risks increased 14.6% in 2005 aver 2004 (9.5% in Q4 05 over Q4 04). The
increase excluding Allianz, representing organic growth, was 3.4% for 2005 (Q4 05: 2.6%).

Premium growth excluding Allianz was unable to keep pace with the growth in insured risks given lower
average premiums largely due to rate reductions in personal automobile insurance averaging 7.5% for 2005
{Q4 05: 4.7%).




Revenue

Revenue increased by $665.2 million, or 17.6%, to $4,446.1 million in 2005 compared to $3,780.9 million in
2004. For Q4 05, revenue was up by $106.9 million, or 10.6%, to $1,111.6 million from $1,004.7 million for
Q4 04.

The following table presents the major changes between 2004 and 2005.

Three months ended Year ended
(in millions of dollars) ’ December 31 December 31
Net premiums eamed - ‘ $ 731 $4758
Investment income 33 71.5
Realized investment and other gains 30.9 91.1
Commission and advisory fees {0.4) 270
Increase in revenue $ 106.9 $ 665.2

. Net premiums eamned increased by $475.6 million, or 14.1%, to $3,840.2 million in 2005 from $3,364.6

million in 2004. For Q4 05, net premiums earned increased $73.1 million, or 8.2%, to $961.3 million from
$888.2 million in Q4 04. Allianz accounted for practically all of this increase, or $461.2 million in 2005 (Q4
05: $68.5 million). Lower earned premiums from industry pools (2005: (3.6%); Q4 05: (3.5%)) and eamed
premium rate reductions averaging 6.9% in 2005 (Q4 05: (6.5%)) in personal automobile insurance reduced

-earned premium growth.

Investment income was $338.5 million in 2005, an increase of $71.5 million, or 26.8%, from the
$267.0 million reported in 2004. For Q4 05, the increase was $3.3 million, or 4.4%, to $78.5 million from
$75.2 million in Q4 04. Growth in invested assets from the Allianz acquisition of $1,061.5 million and
retained profits of $694.9 million in the last year were the main contributing factors to higher investment
income.

Realized investment gains in the equity and fixed income portfolios increased revenue by $91.1 million for
2005 (Q4 05: $30.9 million). Net unrealized gains of $304.3 million at year-end 2005 were $62.1 million
greater than last year. The growth was primarily $53.3 million in fixed income securities resulting from a
repositioning of the portfolio to improve the efficiency of managing fixed income securities. The increase in
our gains on common stock of $31.4 million reflects $19.0 million of gains from the sale of seed capital in
ING mutual funds.

Commission and advisory fees increased by $27.0 million in 2005 but declined slightly in Q4 05 versus Q4
04. The increase is related entirely to the addition of Canada Brokerlink, part of the Allianz acquisition. The
quarterly decline year-over-year results from brokerage commissions eamed from our insurance companies
in prior quarters whereby commissions of $6.5 million were reclassified from commission income and
recorded in commission expenses.




Underwriting Income

Underwriting income (the difference between net premiums sarned and the sum of net claims incurred,
commissions, premium taxes and general expenses) increased by $67.7 million to $537.7 million in 2005
yielding a claims ratio of 56.3% which is 0.3 percentage point lower than this ratio in 2004, The
improvement in the claims ratio was offset by an equa! increase in the expense ratio, resulting in a
combined ratio of 86.0% for both 2005 and 2004. '

ForQ4 05, undémriting income was $126.3 million, an increase of $7.9 million over Q4 04. The loss ratio of
56.1% remained unchanged from Q4 04. The expense ratio increased by 0.2 percentage point resulting in a

combined ratio of 86.9 % for Q4 05 (Q4 04: B6.7%).

The increase in underwriting income was due to:

{in millions of dollars) : Three months ended Year ended
December 31 December 31
Prior year claims development excluding items below $454 ' $173.5
Allianz acquisition . ' (17.2) | 394
Catastrophes * : : 17 (50.5)
Industry pools * : (16.3) (12.2}
Current accident year * . 5.7} (82.5)
Total : $79 $67.7

* axcludes Allianz E

Personal automobile continued to be the biggest contributor to underwriting income, accounting for $411.5
million in income in 2005 (2004: $292.0 million) and $104.2 million in Q4 05 {Q4 04: $93.4 million). The
combined ratio for personal automobile decreased from 82.9% in 2004 to 78.8% in 2005 and from 79.4% in
Q4 04 to 78.5% in Q4 05. The perscnal automobile portfolio including Allianz but excluding pools, benefited
from favourable claims development of $161.2 million in 20085, primarily the result of automobile reforms
and continued low frequency which offset the decrease in underwriting results from industry pools.

Industry pools consist of the so-called “residual market” as well as risk-sharing pools (RSP) in Alberta,
Ontario, Quebec and New Brunswick. These pools are managed by the Facility Association except for the
Quehec RSP. During 2005, the premiums transferred to us decreased in the residual market and transfers
both to and from the RSP increased, primarily in Alberta. Transfers in and out of these pools including
Allianz during the year, on balance, resulted in $8.1 million less underwriting income from pools in 2005
than we had in 2004. These transfers also reduced the amount of our reported net written premiums and
eventually the net eamed premiums.
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Summary of Quafterly Results

{in millions of doliars, except
per share data)

Direct premiums written
Total revenises
Underwriting income
Income before income taxes
Net income
Combined ratio
Seasonal indicator™"
Eamings per share
Basic
Diluted .
Eamings per adjusted share ™
Basic pro-forma

Diluted pro-forma

Q4

$ 905.0
1,111.8
126.3
269.3
196.9
86.9
1.0

1.47

1.47

147
1.47

2005

o] Q2

]

$1,0065 $1,171.4
1,123.3 1.112.3

116.7 179.8
269.3 3236
202.8 2236
8r.7 81.2
1.02 0.94
1.52 1.67
1.52 1.67
1.52 1.67
1.52 1.67

Q

$ 82e
1.098.8
114.9
2286
158.5
8a8.1
1.02

1.19
1.18

1.18
1.19

Q4

$ 8330
1,004.7
1t8.4
220.7
1731
86.7
1.0

169
1.67

1.35
1.29

2004

Q3 Q2

$9216 .$1,0434

919.7 900.9
133.7 1745
217.1 238.6
163.6 1723
839 789
0.88 082
1.75 1.84
1.75 1.84
127 1.34
1.22 1.29

a1

$7278
955.6
43.4
170.4
115.1

247 |

1.10

123
1.23

0.90

0.86

(1) The seasonal indicator is a non-GAAP measure which represents the ratio of the quarterly combined ratio to the
annual combined ratio. Historically, the seasonal indicator pattem shows that Q2 is the lowest loss quarter and Q1

is the highest loss quarter.

(2

—

To facilitate comparison between historical and future performance, management calculates basic aémings per

adjusted share, a non-GAAP measure, on a pro-forma basis as if the 128.5 million common shares outstanding

. after cur reorganization and completion of the initial public offering were outstanding at the beginning of each of the
quarters prior to 2005, and calculates diluted earnings per adjusted share as if the 133.7 million common shares,
the difference being the shares issued in January 2005 as part of the over-allotment granted to the underwriters,
had been cutstanding during each of the quarters prior to 2005. Net income used for the pro-forma eamings per
adjusted share calculations has not been adjusted for interest income and expense that would have been realized
by the Company from investing the net proceeds of the initiat public offering and reducing the debt outstanding.

11




Segmented' Information
We report our results on the basis of five segments comprised of: the three segments of our property and
casualty (P&C) insurance business (personal insurance, commercial insurance and the investment results

of our P&C insurance subsidiaries), corporate and other, and realized investment and other gains.

The following table presents selected information on our business ségments.

| (in millions of dollars) Three months ended ' Year ended
‘December 31 ] _December 31

2005 2004 2005 2004
Revenue ’

Net premiums eamed

Personal insurance : ' $ 6709 $ 622.1 $2,680.7 $2,343.5
Commercial insurance 2904 266.1 1.159.5 1,021.1
Total net premiums earned 961.3 888.2 3,840.2 3,364.8
tnvestments 740 733 - 3232 256.7
Total P&C insurance $1,035.3 § 9615 $4,1634 $3,621.3
Corporate and other 9.1 6.9 592 27.2
Realized investment and other gains 67.2 36.3 2235 1324
Total revenue $11116 $1.0047 $4,446.1 $3,780.9
-Income before income taxes"
Underwriting income _ _
Personal insurance $ 1133 $ 1217 $ 38241 § 339.2
Commercial insurance 13.0 (3.3} 1556 130.8
Total underwriting income ) 126.3 ' 118._4 537.7 470.0
Investments 68.3 71.0 3007 2470
Total P&C insurance $ 1946 $ 1894 $ 8384 $ 7170
Corporate and other 75 40 29.0 6.4
Realized investment and other gains 67.2 38.3. 2235 1324
Total income before income taxes 5 2693 § 2297 $1,0909 § 8558
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Personal Insurance

The following table presents the direct premiums written and underwtiting income of our personal insurance
segment.

(in millions of dollars) Three months ended Year ended
P ' . December 31 December 31
: 2005 ' 2004 - ' 2005 2004
Direct premiums written:
Personal automobile $402.3 $380.4 $1.877.0 $1,714.2
Personal property 1874 1736 779.9 701.0
Total direct premiums written £589.7 $554.0 $2,656.9 $2.415.2
Net premiums eamed $670.9 ' $622.1 $2,680.7 $2,343.5
Expenses: "
Claims and loss adjustment .
expanses ’ 366.4 3255 1.550.5 1,375.5
Commissions ‘ 108.3 109.0 433.2 . 380.0
Premium taxes ' 227 20.7 91.8 801
General expenses ' 59.1 452 2230 168.7
Total expenses 557.5 5004 2,298.5 2,004.3 -
Underwriting income $1134 $121.7 $ 3822 $ 3392
Ratios:- .
Claims ratio 54.6% 52.3% 57.8% 58.7%
Commissions ratio 16.3% 17.5% 16.2% 16.2%
Premium taxes ratio 3.4% 3.3% 3.4% 34%
General expense ratio ‘ 8.8% 1.3% 83% 7.2%
Combined ratio 83.1% 80.4% ' _ Bh.1% 85.5%

Direct Prer_'niums Written ‘

Direct premiums written increased by $241.7 million or 10.0% in 2005 (Q4 05: $35.7 million or 6.4%).
Allianz accounted for a 13.5% increase in 2005 (Q4 05: 10.1%). Lower year-over-year premiums from
industry automabile poots, excluding Allianz, reduced premium growth by 4.3% in 2005 (Q4 05: (5.8%)).

The number of written insured risks for personal property increased by 10.7% in 2005 (Q4 05: 7.9%). The
growth in insured risks excluding Allianz, representing organic growth, was 2.7% in 2005 (Q4 05: 2.8%).

The number of written insured risks for personal auto increased by 19.2% in 2005 (Q4 05: 13.2%). The
growth in insured risks excluding Allianz, representing organic growth, was 4.8% in 2005 (Q4 05: 3.8%).
Direct premiums written in personal automohile insurance reflect an average rate reduction of

approximately 7.5% for 2005 (Q4 05: 4.7%).
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For the personal insurance segment the number of written insured risks increased by 15.6% in 2005 (Q4
05: 10.9%). The growth in insured risks excluding Allianz, representing organic growth, was 3.9% in 2005
(Q4 05: 3.4%).

Net Premiums Earned

Net premiums earned increased by $337.2 million or 14.4% in 2005 {(Q4 05: $48.8 million or 7.8%). Allianz
accounted for a 15.0% increase, or all of the improvement in 2005 (Q4 05: 8.8%). Lower year-over-year
earned premiums from industry automebile pools reduced premium growth by 3.6% in 2005 (Q4 05: 3.5%)
while premium rate reductions in personal automobile further reduced premium growth by 6.9% during the
year (Q4 05: 6.5%).

Underwriting Income

Underwriting income from personal automobile and property in total increased by $43.0 million in 2005
despite an increase in the combined ratio of 0.2 percentage point. It decreased by $8.3 million on a 2.7
percentage points combined ratio increase in Q4 05 over Q4-04 due to less favourable results from
personal property.

~Underwriting income from personal property decreased by $76.6 million in 2005 on an increase in the

combined ratio of 11.5 percentage points. It decreased by $19.3 million on a 12.0 percentage points
combined ratio increase in Q4 05 over Q4 04. Catastrophes occurring in Q2 05 and Q3 05 reduced
underwriting income by $36.3 million and class actions reduced underwriting income by $14.7 million in Q4
05. These events increased the combined ratio by 6.3 percentage points (Q4 05; $13.2 million decreased
income and 6.7 percentage !points combined ratio increase). We saw increased storm activity in 2005 and

.an increase in our retention of individual catastrophe exposure from $5.0 million in 2004 to $17.5 million in

2005 which negatively impacted results.

Underwriting income from personal automobile increased by $119.5 milfion in 2005 along with a reduction
in the combined ratio of 4.1 percentage points. It increased by $10.8 million concurrent with a 0.9
percentage point combined ratio reduction in Q4 05 over Q4 04. Frequency for both the year and the
quarter continued to be lower than in 2004. The current accident year loss ratio defined as claims and
claims expenses incurred for only the current year excluding all other claims and claims expenses incurred
for the calendar year expressed as a percentage of net premium earned for 2005 is very similar to that of
2004 even though the earned premium has decreased. Favourable claims development contributed $164.2

.million of the annual increase in personal automobile underwriting income.

Qur personal insurance, automobile and property combined, expense ratio was 27.9% for 2005 compared
to 26.8% in 2004 and 28.5% for Q4 05 compared to 28.1% for Q4 04. '

The commission ratio was 16.2% for both 2005 and 2004. Lower profit-sharing commissions led to a 0.2
percentage point decrease which offset an increase in regular and pool commissions. Profit-sharing
commissions were $83.9 million for 2005 (2004: $78.0 million) and $23.4 million for Q4 05 (Q4 04: $28.4
million)

The general expense ratio increased by 1.1 percentage points from 7.2% in 2004 to 8.3% in 2005 due to
increased expenses, primarily marketing and incentive compensation, of $3.7 million, lower fees from the
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service carrier operated on b
of $6.3 million. '

Commercial Insurance

ehalf of the Facility Association of $20.0 miltion and Allianz transition expenses

The following table presents the direct premiums written and underwriting income of our commercial

insurance segment.

{in millions of dollars) Three months ended Year ended
December 31 December 31
2005 2004 2005 2004

Direct premiums written:
Commercial automobile $ 846 $815 $ 3304 $ 3010
Commercial other 230.7 2474 917.6 859.7
Total direct premiums written $315.3 $328.9 $1,248.0 $1,160.7 |
Net premiums eamed $290.4 $266.1 $1,159.5 - $1,021.1
Expenses:
Claims and loss adjustment

expenses 172.9 1726 611.2 530.0
Commissions - 63.4 64.4 2410 2326
Premium taxes 9.9 10.0 419 36.7
General expenses 312 225 1098 891.0

Total expenses 2774 269.5 1,003.9 890.3

Underwriting income $ 130 $ (3.4 3_1556 $§ 1308
Ratics: :
Claims ratio 59.5% 64.9% 52.7% 51.9%
Commissions ratio 218% 24.2% 20.8% 22.8%
Premium taxes ratio 3.4% 37% 3.6% 3.6%
General expense ratio 10.7% 8.5% 89.5% 8.9%
Combined ratio 85.4% 101.3% 86.6% 87.2%

Direct Premiums Wiitten

Direct premiums written increased by $84.9 million or 7.4% in 2005 (Q4 05: $4.0 million or 1.3%) excluding
the AGR business (see note 4 to the interim consolidated financial statements). Allianz accounted for

growth of 8.2% (Q4 05: 3.7%). The number of insured risks remained the same as in 2004 after excluding

Allianz and the sale of books of business.
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Net Premiums Earned

Net premiums earned increased by $138.4 million or 13.6% in 2005 (Q4 05: $24.3 million or 9.1%). Allianz
accounted for the majority (12.1%) of this increase (Q4 05: 10.2%).

Underwriting Income

Underwriting income from commercial insurance increased $24.8 million in 2005 on a decrease in the
combined ratio of 0.6 percentage point. It increased $16.4 million on a 5.9 percentage points combined ratio
decrease in Q4 05 over Q4 04 due to favourable claims development of $66.5 million (Q4: $23.0 million);
this development more than offset the impact from catastrophes of $17.4 million (Q4: $0.1 million) and
higher severity and lower frequency in the current accident year. ‘

Our commercial insurance expense ratio was 33.9% for 2005 compared to 35.3% for 2004. A decrease of
2.0 percentage points in the commission ratio was due to lower profit-sharing commissions of 1.5
percentage points and higher ceded commissions of 0.5 percentage point.

Our Q4 05 commercial insurance expense ratio was 35.9% compared to 36.4% in Q4 04. A decrease of 2.4
percentage poinis in the commission ratio was due to lower profit-sharing commissions of 2.8 percentage
points and lower regular commissions of 0.4 percentage point less lower ceded commissions of 0.8
percentage point. Profit-sharing commissions were $37.7 million in 2005 and $10.5 million in Q4 05.

The general expense ratio increased by 0.6 percentage point from 8.9% in 2004 to 9.5% in 2005 due to
increased expenses of $3.4 million and Allianz transition expenses of $3.1 million.
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Investment Income

The following table presents the results of our investment segment.

(in millions of dollars} - Three months ended Year ended

’ December 31 - December 31

2005 2004 2005 - 2004

Interest income ‘ $46.4 $43.7 $203.6 $154.9
Dividend income 266 - 274 117.0 ' 98.7
Other 1.0 . 2.2 2.7 A |
Investment income from P&C

subsidiaries ‘ $74.0 $73.3 $3233 $256.7
Investment expenses (5.6) (2.2) (22.5) (8.7)
Investment income from P&C -

subsidiaries before income - ' $68.4 $M1 $300.8 $247.0

taxes )

Investment income increased by $66.6 million or 25.9% to $323.3 million in 2005. Q4 05 investment income
increased by $0.7 million or 0.9% to $74.0 million. Interest income of $14.5 million related to the 2001
Portfolio Purchase is included in the 2005 results.

Average pre-tax yield, a non-GAAP measure, was 5.1% for 2005 compared to 5.3% in 2004 (Q4 05: 4.7%
and Q4 04: 5.6%). These yields exclude realized investment gains and losses and interest income related
to the 2001 Portfolio Purchase. The yield was lower in Q4 05 due to lower special dividends.

Investment expenses totalled $22.5 million in 2005 (Q4 05: $5.6 million) compared to $9.7 million in 2004
(Q4 04: $2.2 million). This growth is due to increased assets from the Allianz acquisition and an increase in
asset management charges as of January 1, 2005 to better reflect current market costs. These charges of
$18.8 million are paid to our in-house investment operations. An equivalent amount is reported as a
negative expense in the corporate and other segment with both entries eliminated on consolidation of the
financial statements. ‘
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Corporate and Other

The following table presents the results of our corporate and other segment including the results of our
brokerage operations (Canada Brokerlink and Equisure), our investment management company and inter-
company eliminations, primarily commissions and geéneral expenses. '

{in millions of dollars) Three months ended Year ended

December 31 December 31

2005 2004 2005 2004

Investment income $ 45 $2.0 $15.3 $10.3
Commission and advisory fees 46 - 49 439 169
Revenue . 81 6.9 59,2 27.2
Commissions ' (14.6) (2.8) (27.9) 1.8
General expenses 14.1 26 50.0 7.3
Interest on debt ‘ 20 3.1 8.0 117
Expenses 15 2.9 3041 20.8
income before income faxes £ 7§ $4.0 $29.1 £64

Corporate and other revenue increased $32.0 million in 2005 and by $2.2 million in Q4 05 compared to Q4
04. The increase for 2005 was due largely to commission income from Canada Brokerlink (part of the
Allianz acquisition) of $25.7 million, increased revenue from Equisure of $1.8 million and increased interest
income of $4.6 million. '

Commission expenses were lower however due to non-recurring commissions of {$4.3) million in 2004 and
$1.8 million in Q4 04 attributable to the 2001 Portfolio Purchase. Higher brokerage commissions earned
from our insurance companies of $26.0 milfion in 2005 and $13.1 million in Q4 05 were offset in the
commission expenses of this segment. '

Higher general expenses of $42.7 million in 2005 (Q4 05: $11.5 million) were due mostly to Canada
Brokerlink expenses. ) :




Realized Investment and Other Gains

The following table presents realized investment and other gains.

(in millions of dollars) . Three months ended Year ended
* December 31 December 31
2005 2004 2005 2004

Realized investment and other

gains (losses) ) .
Fixed income $30.1 $ 88 $ 879 $ 346

Preferred shares (5.2) (3.6) {4.8) (8.3)
Common shares 411 30.7 : 131.5 -100.1
Other : S 12 0.4 89 49
Total - $672 $36.3 $223.5 $1324
After-tax total, . £50.8 $25.3 $169.4 $919

Realized investment and other gains increased $91.1 million in 2005 on the strength of $53.3 million in fixed
income portfolio gains. Share gains include gains from the sale of seed capital in ING mutual funds in 2005
of $19.0 million, which offset higher impairment charges of $3.6 million. Other includes gains of $8.9 million
in'2005 on the sale of books of business aggregating $6.4 million and a gain of $2 5 m|II|on on the transfer
and sale of mutua! funds.

Balance Sheet Analysis

Premiums and Other Recéivables

Premiums written are either billed to brokers or billed to poiicyholders directly. As at December 31, 20085,
premium receivables from brokers stood at $129.0 million and $1,120.0 million from policyholders. As at

December 31, 2004, premium receivables from brokers stood at $163.8 million and $1,076.0 million from
pollcyholders

Other receivables comprised $195.0 million (2004: $202.8 million) from the Facility Association and other

industry pools, $31.3 million (2004: $137.3 mnlhon) from other insurers and $43.2 million (2004: $62.5
million) from other.
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Investments

Cash and cash equivalents and investments increased by $694.5 million, or 10.9%, to $7.06 billion in 2005.
This increase results from higher income from operations, accruals for profit sharing that will be paid in
2008, an interim settlement of $116.9 million from the 2001 Portfolio Purchase and the receipt of $173.5
million of investment funds transferred from the Facility Association. These transferred funds are not
needed by the association in the short term; however, they will eventually be returned to the association to
pay claims related to the funds. :

The following table presents our cash and invested assets as at December 31, 2005 and December 3,
2004.

(in millions of dollars) : As at December 31, 2005 As at December 31, 2004
. Book value % of BV Fair value BvY % of BV Fair value
(Bv) '

Cash and cash equivatents $§ 3411 4.8% $ 3411 § 825 1.3% $ 825
Short-term notes 4404 - 6.2% 4404 2747 4.3% 274.7
Fixed income securities!” | - 3,520.8 49.9% 35058  3,685.1 57.9% 3,776.5
Commercial mortgages 70.4 1.0% 731 78.7 1.2% 83.3
Preferred shares 1,257.3 17.8% 1,319.9 1,069.6 16.8% 1,136.3
Common shares'” 1,266.5 17.9% 1,430.4 997.7 15.7% 1,077.2
Other investments 165.6 2.4% 165.6 179.3 28% 1793
Total investments and ‘

cash $7.062.1 100% $7366.3 $6.367.6  100.0% $6,609.8

(1) Fixed income securities and common shares include our seed capital investment in afflliated mutual funds, witr.\'a
book value of $155.0 million as at December 31, 2004. Due to the sale of cur mutual fund operations, there were
no such investments as at December 31, 2005.

Qur investment objectives remain consistent with the objectives presented in the 2004 Annual Report.
Beginning in 2006, we are expanding the investment options to include investment grade international
bonds and the use of derivatives to support the management of the duration of our fixed income portfolio.
The duration has moved from 6.3 years at December 31, 2005 to 4.3 years at January 31, 2006. This more
closely aligns our investment duration with the duration of our liabilities. We do not intend to match exactly
but will target a duration of 4.0 to 4.5 years. We have lowered the duration by trading the portfolio and
limited use of derivatives. The relatively flat yield curve has allowed us to reposition the portfolio with only a
modest drop in yield.

As at December 31, 2005, the weighted average rating of our fixed income portfolio was AA and the
weighted average rating of our preferred share portfolio was P2 (ratings are by Standard & Poor's ("S&P7)
or Dominion Bond Rating Services). Approximately $16.1 million of securities with a rating below
investment grade or not rated were included in the fixed income and preferred share portfolios at December
31, 2005, compared to $42.9 million as at December 31, 2004.

Other investments consisted of loans to brokers with a book value of $151.4 million as at December 31,
2005 ($156.3 million as at December 31, 2004), investments in brokerages with a book value of $14.2
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million as at December 31, 2005 {$13.4 million as at December 31, 2004) and other commercial loans with
a book value of nil as at December 31, 2005 {$9.6 million as at December 31, 2004).

Unpaid Claims and Adjustment Expenses

Unpaid claims and adjustment expenses, net of reinsurers’ share (“claim liabilities”} at December 31, 2005
decreased by $44.7 million, or 1.3%, to $3,491.1 million in 2005. The main contributing factors were the
attrition, as expected, of the acquired Allianz business, increased transfers to the automobile pools ({$66.0)
million) partially offset by an increased assumed share of pools ($28.0 million) and favourable claims
experience. '

Claim liabilities, which are measured using accepted actuarial practice, take into account the time value of
money and provisions for adverse deviation. Changes in these estimates will affect the valuation of the
claim liabilities. Compared to December 2004, discount rates have been reduced by approximately 25 basis
peints, changing the impact of discounting by 0.5 percentage point from 10.2% at the end of 2004 to 9.7%
at the end of 2005. The provisions for adverse deviation were set on a basis consistent with those used at
year end 2004, the impact of those being 11.7% at the end of 2005 compared to 11.6% at the end of 2004,

The claim liabilities used in the tables below are taken from the financial statements, are discounted and
include a provision for adverse deviation. The cumulative payments are not discounted and do not include a
provision for adverse deviation. The net effect of the discount rates and the provision for adverse deviation
is that booked claim liabilities are slightly higher than undiscounted best estimates (by approximately 2.0%
at year end 2005 and 1.4% at 2004).

We have taken the positive claims development for both the current and prior accident years into account in
arriving at our best estimate of claim liabilities. The favourable claims development largely results from cost
containment associated with the automaobile reforms which appear to be sustainable, and continued low
frequency of claims. Both factors have been more favourable than anticipated.

Claims Development excluding Allianz

Excluding Allianz, the favourable reserve development of ali prior accident yéars during 2005 was $236.9
million or 8.3% ($49.8 million in Q4 05, $70.5 million in 2004}, with every accident year except 1998 being
favourable. This development was mainly from automaobile insurance in the amount of $201.5 million,
excluding assumed pools. It includes favourable development on known cases as well as the favourable

"impact resulting from the quarterly reserve analysis. Most of the remaining favourable development came

from autemobile assumed pools in the amount of $25.7 million, commercial general liability in the amount of
$17.2 million, which included the positive development of two large claims during Q3 05, and some adverse
development on two other large claims during Q4 05. Conversely, we experienced $7.7 million of
unfavourable development in property.
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The following table (which excludes Allianz) shows the development of the claim liabilities for the 10 most
recent accident years with subsequent development estimated for each accident year up to December 31,

2005. The original reserve estimates are re-evaluated over time for redundancy or deficiency. This is based
on actual payments in full or partial settlement of claims as well as on current estimates of claim liabilities
for claims still open or claims still unreported. )

(in millions of db[lars) Accident year

Excluding Aliianz 2004 2003 2002 2001 2000 1969 1988 1997 1998 1995 & -
Reserve originally estimated $904.3 $814.9 $711.9 $655.3 $607.7 $557.2 $531.2 $547.2 $4634  $10735

Reserve re-astimated as of
One year later §$789.2 $750.0 $7216 $716.8 $607.7 $550.7 $507.6 $423.9 $447.3 .5936.9
Two yesars later 671.7 ' 7214 7306 648.4 578.1 508.9 407.1 415 9815
Three yoars later 1079 729.8 664.2 607.4 504.2 421.5. 4452 1,015.5
Four years later 720.0 657.4 613.0 518.8 421.9 4354 9924
Five years later 8473 614.4 520.1 4209 433.8 961.8
Six years later 802.5 517.5 426.3 4320 853.4
Seven years later 522.8 4246 49178 9559
Eight years later . 423.5 4144 968.5
Nine years later 4128 977.2
Ten years later 976.3

Cumuiative deficiancy - '
(redundancy) (115.1) (143.1) (4.0) 64.7 385 45.3 (8.4) (1237 (80.6} (97.2)
(12.7)% (17.6)% (0.6%) 8.9% 8.5% 8.1% (1.6)% (22.6).% {16.3)% (9.1)%

Development during Q4 of
$(49.8) million $(50.7) ${15.0) ${4.4) ${5.5) $0.7 $(2.9} $13.10 - $(0.8) ${0.7) $16.2
(5.6)% (1.8)% (0.6)% (0.8)% 0.1% {0.5)% 2.5% {0.1)% (0.1)% 1.5%
Development during 2005 of .

$(236.9) milion $(1152)  ${78.3)  ${13.5) $9.5)  ${10.1) ${12.0) $53 ${1.1) $(1.6) $(0.0)
(12.7)% {9.6)% {1.9)% (1.5)% {1.1)% (2.2)% 1.0% {0.2)% {0.3)% (0.1)%
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Cumulatively, we have experienced favourable development for accident years 2004, 2003, 2002, 1998,
1997, 1996, 1995 and prior years and unfavourable development for accident years 2001, 2000 and 1999.
In the years in which unfavourable development occurred, the overall P&C insurance industry had similarly
poor development. This negative development was caused by unexpected changes in claim patterns, in
particular in automobile insurance claims in Ontario.

Claims Development Relating to Allianz

The table below shows the development of claim liabilities relating to the Alilianz acquisition from December
2004 only as the acquisition took place in late 2004,

{in millions of dollars) Accident yoar

2004 2003 2002 2001 2000 1099 1998 1907 1996 19958 -

Reserve as of Decembor 2004 $2134 $158.4 $126.7 $736 $47.8 $209 $169 $100 $36 $0.2

Reserve re-estimated as of Dec 2005 $187.9 $146.5 $126.8 $71.5 $474 $27.7 $15.4 $10.0 T 823 $1.2

Davelopment during Q4 of §0.8 $(2.0) $2.5 $22 $(0.4) . $(0.9) $(2.1) $0.3 $0.4 ${0.2) $1.0
millon '

(1.0)% 1.6% 17%  (0.5)% (9%  (69)% 2.0% 4.2% (6.8)%  453.8%

Developmont during 2005 of $(25.6} ${11.8} $0.1 $2.2) $(0.2) $(2.2) $1.6 $(0.0) $1.3) $0.9

${40.8) million
(11.99% (7.5)% 0.1% (2.9)% {0.M)% (7.3)% 9.4% {0.4)%  {36.0)% = 408.2%

We had $40.8 million of favourable reserve development in 2005 on an opening balance of $680.5 million in
claim liabililies as at December 31, 2004, Q4 05 was essentially unchanged, reflecting $0.8 million of
unfavourable development. Automobile insurance excluding pools was the main contributor with favourable
development of $21.4 million as well as pools which added an additional $9 8 miltion in favourable
development.

Relnsurance

Policy liabilities ceded to reinsurers were $347.8 million at December 31, 2005 and $765.4 million at
December 31, 2004. Policy liabilities include unearned premiums and unpaid claims and adjustment
expenses. As part of the Allianz transaction relating to the AGR business, $508.6 million of policy liabilities
were ceded to reinsurers at the end of 2004. After receiving regulatory approval, these liabilities were taken
over by the Canadian branch of AGR in September 2005. At December 31, 2005, 17.7% (December 31,
2004: 11.6%) of the remaining reinsured policy liabilities were to ING Re, an affiliate and our main reinsurer.
We also have reinsurance treaties with several unaffiliated reinsurers that meet our financial strength rating
requirements.

In 2005, for multi-risk events or catastrophes, our retention was $17.5 million with a reinsurance coverage
limit of $1.2 billion. We also retained 10% of the exposure between $25.0 million and $600.0 million. For
2004, our retention was $5.0 million with a coverage limit of $1.2 billion and 10% retention of the exposure
between $12.5 million and $600.0 million. For 2006, our retention is being increased to $25.0 million with a
reinsurance coverage limit of $1.25 billion. In addition we will retain 20.25% of the exposure between $25.0
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million and $50.0 million, 10% of the exposure between $50.0 million and $100.0 million and 9.5% of the
exposure between $100.0 million and $600.0 million.

Following industry practice, our reinsurance recoverables with licensed Canadian reinsurers (December 31,
2005: $264.5 million; December 31, 2004: $415.9 million) are generally unsecured because Canadian
regulations require these reinsurers to maintain minimum asset and capital balances in Canada to meet
their Canadian obligations. Policy liabilities, however, take priority over a reinsurer's subordinate creditors.

We secure reinsurance recoverables with non-licensed reinsurers with cash, letters of credit and/or assets
held in trust accounts. The Company was the assigned beneficiary of such trust accounts from unlicensed
reinsurers totalling $98.4 million at December 31, 2005 (December 31, 2004: $458.7 million). At December
31, 2005, these amounts included $74.3 million (December 31, 2004: $56.0 million) from an affiliated
reinsurer. At December 31, 2005, trust accounts held to secure policy liabilities totalled $83.3 million
{(December 31, 2004: $349.5 million}. We can use these trust accounts if the reinsurers are unable to meet
their obligations.

Share Capital

As of February 16, 20086, there were 133.7 million common shares and one Special Share issued and
_outstanding. The Special Share is convertible into one common share. ING Groep N.V. (ING Groep) holds
70% of the issued and outstanding common shares and the Special Share.

Under the Company's 2005 long-term incentive plan, certain employees are awarded performance units
(one performance unit equals one common share) as part of their compensation. The number of
performance units that will ?ventually vest at the end of the three-year performance cycle depends on the
Company's three-year average return on equity compared with that of the Canadian P&C insurance
industry, Al the time of payout, the company intends to purchase shares in the market in an amount equal
to the number of vested shares. The Company re-estimates the number of performance units that are
expected to vest at each reporting period. The estimated number of performance units was 363,700 units
as at December 31, 2005.

Liquidity and Capital Resources

Ouwr liquidity and capital base remain strong.

Liquidity

Net cash provided by operations was $637.5 million in 2005 compared to $1,392.2 million in 2004. The
decrease of $754.7 million was due to the non-recurring termination of a quota-share treaty on January 1,
2004 which provided $665.0 million of cash in 2004 while increased operating assets and liabilities of
$247.3 million offset higher income of $157.6 million. :
Operations provided cash of $186.3 million in Q4 05 compared to $105.8 million in Q4 04, primaﬁly
resulting from higher income of $23.8 million and decreased operating assets and liabilities of $56.7 million.

Currently, we are not planning to make any significant capital expenditures.

We have an uncommitted revolving credit facility of $50.0 million with the Royal Bank of Canada, which was
undrawn at December 31, 2005.
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We used the proceeds from the shares issued from the exercise of the over-allotment option in Q1 05 to
repay a $129.2 million promissory note payable to an affiliate, reducing our outstanding debt to $127.0
million. This debt matures in August 2006.

Caplital

The Company has ample capital to support business growth with our insurance subsidiaries having capital
of $718.0 million in excess of the minimum supervisory target of 150%, as calculated under the Minimum
Capital Test (MCT) at December 31, 2005 (2004: $412.1 million). Because we manage our companies as a
group, we report our combined capital position but we also ensure that each insurance company meets all
regulatory requirements including the MCT. Our insurance companies are parties to a participation
agreement which combines the underwriting results of all the companies with the outcoms that each
company has a proportion of uhderwriting results and the loss ratio and expense ratio are the same for
each company. '

The following 1able presents the minimum capital test (MCT) of our insurance subsidiaries with a total for all
companies.

MINIMUM:CAPITAL TEST (MCT) - P&C COMPANIES

{(In millions of dollars) ING Nordic ING Belair Allianz Trafalgar
Insurance Insurance Novex Ins Insurance Insurance Insurance Total

At December 2005 g
Total capital available {al 10287 654.9 43.0 23324 3421 51.9 2,354.0
Total capltal required [b] 546.6 2482 14.2 828 1816 174 1,080.6
Excess capital [a] - [b] 4821 406.7 28.7 150.8 160.5 M5 1,263.3
MCT % [a]/ b} 188.2% 263.8% 302.2% 282.6% 188.4% 208.5% 215.8% )
Exceas at 150% ' '208.8 282.6 218 100.5 69.7 258 718.0

At December 2004
Tota! capital available [a] 1,054.5 449.1 331 168.1 267.5 337 2,006.1
Tota! capital required ()] 585.6 215.3 14.4 74.7 1449 177 1,082.7
Excess capital {e] - Iv) 458.9 2338 187 93.4 1226 180 pa3.4
MCT % {al / [b] 177.1% 208.6% 230.1% 224.9% 184.6% 150.2% 188.8%

4121

Excess at 150% ' 161.1 126.1 1.5 56.0 © 502 74

The total amount of dividends available for payment from our subsidiaries during 2006 is $572.3 million plus
any 2006 earnings. This amount is calculated based on dividend restrictions under applicable insurance
faws but is subject to MCT limitations.
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The Board of Directors of the Company declared quarterly cash dividends of 16.25 cents per common
share for a total amount of $86.9 million. These dividends were paid on March 31, June 30, September 30,
and December 30, 2005. ‘

On September 20, 2005, ING Canada filed a short-form base shelf prospecfus and received final receipt
from Canadian securities regulators the following day. This filing allows the Company to offer a total of up to
$1.0 billion in any combination of debt, preferred or common shares securities over a 25-month period.

The nature, size and timing of any financings will depend on ING Canada's assessment of its credit
requirements and general market conditions. If any securities covered by the base shelf prospectus are
offered for sale, a prospectus supplement containing specific information about the terms of these securities
will be provided. ' ' ‘ '

On September 12, 2005, ING Canada announced that holders of its common shares and potential investors
would be able to reinvest their dividends in additional shares of the Company through a dividend
reinvestment plan administered through the Company's transfer agent or through a Co-operative Investing
Service administered by Canadian ShareQwner Investments Inc. Commissions will not be charged on
dividend reinvestment purchases under either alternative. '

In the second quarter of 2005, we received a financial strength and long-term counterparty credit rating of
A+ from S&P for our P&C subsidiaries, while A.M. Best reaffirmed our financial strength rating of A+ and
also raised the ratings of Allianz Insurance Company of Canada and Trafalgar Insurance Company of
Canada to A+. '

Transactions with Related Parties

We have ongoing transactions with related parties. These transactions consist mostly of management and
advisory services provided by (1) ING Groep and affiliated companies, (2} reinsurance by an affiliated
company and (3) financing by ING Groep. These transactions are carried out in the normal course of
operations and are measured at the amount of consideration paid or received as established and agreed by
the related parties. We believe that such exchange amounts approximate fair value.

In addition, we have related party transactions with investees accounted for as long-term investments. These '

transactions consist of loans and commission expenses.

Notes 1 and 5 to the accompanying interim consolidated financial statements provide additional information
on related party transactions. ‘

Risk Management '

As a provider of insurance products, risk management is necessary to protect the interests of both our
customers and our shareholders. We are exposed to potential loss from various market risks, including
interest rate risk, equity market fluctuation risk, credit risk, liquidity risk, and to a lesser extent, foreign
currency risk and derivative risk. We described these risks on pages 38 to 40 of our 2004 Annual Report.
These risks remain the same in 2005. ' ‘ '




Critical Accounting Estimates and Assumptions

Our critical accounting estimates and assumptions were disclosed on pages 41 to 43 of our 2004 Annual
Report. There are no new critical accounting estimates or assumptions other than those included in our
annual financial statements. These estimates and assumptions are mainly about (1) reserves for claims and
expenses, (2) impairments of investment securities, (3) amounts recoverable from our reinsurers, (4)
goodwill and (5) income taxes. The above noted estimates and assumptions (1), (3) and (4) will impact the
personal and commercial segment, (2) will impact the realized investment and other gains and (4) will also
impact the corporate and other segment.

These estimates and assumptions may be updated based on new information and could therefore change
and affect future results.

Changes in Accounting Policies including Initial Adoption

As a result of the adoption of a long-term incentive plan for certain employees and a deferred stock unit
plan for independent directors, the Company adopted the recommendations of the Canadian Institute of
Chartered Accountants' Handbook Section 3870, "Stock-Based Compensation and Other Stock-Based

Payments" effective January 1, 2005. Section 3870 sets a fair value-based method of accounting for all
stock-based compensation. '

The Company alsc implemented the requirements of the CICA’s Accounting Guideline 19 “Disclosures by
entities subject to rate regulation”.

in 2005, the Company changed its definition of cash equivalents in order to better align itself with prevailing
industry practice. The Company now defines cash equivalents as highly liquid investments which are
readily convertible into a known amount of cash, are subject to an insignificant risk of changes in value and
have a maturity date of three months or less from the date of acquisition. Previously, cash equivalents were
defined in reference to a maturity date of three months or less from the consolidated balance sheet dates.
The change has no impact on the Company's consolidated statements of income but results in a
reclassification of $274.7 million between cash equivalents and investments in the 2004 consolidated
balance sheet. ' ' '

Notes 1, 10 and 14 to our consolidated interim financial statements further describe these accounting
changes.

Recent Developments

In the. fourth quarter, the Quebec financial services sector regulator, the Autorité des marchés financiers
{AMF), concluded its investigation initiated in March 2005 in relation to the business practices of the P&C
industry, including ING Canada affiliates in Quebec. The AMF investigation did not find that any fraudulent
act was committed, nor that any customers of the brokerages represented by Equisure Financial Network
Inc. (Equisure) suffered hamm or damages. However, Equisure agreed that disclosure practices needed
improvements with regard to disclosure to customers of brokerage ownership and portfolio transfers and
agreed to review its corporate structures, Equisure also agreed to pay a sum of $0.8 million, which included
the investigation costs incurred by the regulator.
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Cautionary Note Regarding Forward-Looking Statements

Certain statements in this report about our current and future plans, expectations and intentions, results,
levels of activity, performance, goals or achievements or any other future events or developments are
forward-locking statements. The words "may,” "will,” "would,” "should,” "could,” "expects,” "plans,” "intends,”
"anticipates,” "believes,” "estimates,” "predicts,” "likely” or "potential” or the negative or other variations of
these words or other similar words or phrases identify such forward-looking statements.

Forward-looking statements are based on estimates and assumptions made by us based on our experience
and view of historical trends, current conditions and expected future developments, as well as other factors
that we believe are appropriate in the circumstances. Many factors could cause our actual results,
performance or achievemenis or future events or developments to differ materially from the forward-looking
statements. These factors include, without limitation, the following: our ability to implement our strategy or
operate our business as we expect; our ability to accurately assess the risks associated with the insurance
policies that we write; unfavourable capital market developments or other factors which could affect our
investments; the cyclical nature of the P&C insurance industry; our ability to accurately predict future claims
frequency; government regulations; litigation and regulatory actions; periodic negative publicity regarding
the insurance industry; intense competition; our reliance on brokers and third parties to sell our products;
our ability to successfully pursue our acquisition strategy; our ability to integrate the business of Allianz

. Canada; our ability to achieve the cost savings anticipated from the acquisition of Allianz Canada;

uncertainties related to our acquisition of Allianz Canada; the significant influence of ING-Groep; our
participation in the Facility Association (a mandatory pooling arrangement among all industry participants),
terrorist attacks and ensuing events; the occurrence of catastrophic events, our ability to maintain our
financial strength ratings; our ability to alleviate risk through reinsurance; our ability to successfully manage
credit risk; our reliance on information technology and telecommunications systems; our dependence on

"key employees; general economic, financial and political conditions; our dependence on the results of

operations of our subsidiaries; the limited trading history of our common shares; the volatility of the stock
market and other factors affecting our share price; and future sales of a substantial number of our common
shares. These factors should be considered carefully, and readers should not place undue reliance on our
forward-looking statements. We have no intention and accept no responsibility to update or revise any
forward-locoking statements as a result of new information, future events or otherwise, except as required by
law.
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ING CANADA INC.

INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited)
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ING CANADA INC.

CONSOLlDATED BALANCE SHEETS (unaudited)

(In thousands of dollars)

As at
December 31 December 31
2005 2004

ASSETS
Cash and cash equivalents (note 1) $ 341,138 $ 82473
Investments (note 2) 6,720,965 6,285,145
Accrued investment income 50,100 43,266
Due from affiliated companies (note 5) 230 -
Premium and other receivables 1,518,511 1,642,362
Reinsurers’ share of unpaid claims and loss adjustment expenses (note 4) 330,519 687,201
Reinsurers' share of uneamed premiums {note 4} 17.279 78,199
Deferred acquisition costs 381,992 389,688
Income taxes receivable 55,684 2,501
Other assets 182,119 127,543
Long-term investments 41,587 48,108
Future income taxes 141,101 148,488
Intangible assets 36,948 36,944
Goodwill - 108,362 91,116

$9,926,535 $9,663,124
LIABILITIES
Payables and other fiabilities $ 815674 $ 669,604
Due to affiliated companies (note 5)' 2,968 3,025
Income taxes payable 67,705 100,913
Unpaid claims and loss adjustment expenses {note 4) 3,821,609 4,222,961
Unearned premiums (note 4) 2,194,837 2,340,997
Uneamed reinsurance commissions 4,129 9,785
Debt outstanding (note 8) 127,000 256,230

7,033,922 7,603,515
SHAREHOLDERS' EQUITY
Share capital {note 9) 1,183,846 1,052,290
Contributed surplus 89,713 83,336
Retained eamings 1,619,054 923,983
2,892,613 2,059,609
$9.926,535 $9,663,124

See accompanying notes to the interim consolidated financial statements
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ING CANADA INC.
1

INTERIM CONSOLIDATED STATEMENTS OF INCOME {unaudited)
[In thousands of dollars except for per share amounts)

For the three months ended For the twelve months ended

, December 31 December31  December 31 December 31
2005 2004 2005 2004

)

| Direct premiums written $ 905,018 $ 883,010 $3,904,901 $3,575,900

lNet premiums written $ 875355 - $ 866,839 $3,754 937 $3,608,990

|| REVENUE

i - : .

;l Net premiums eamed : ‘ $ 961,318 $ 888,215 $3,840,176 $3,364,563

i Investment income : 78,526 75,251 338,493 267,000

Realized investment and other gains . 67,164 36,332 223,471 132,418

1 Commission and advisory fees 4,541 4,919 43,928 16,905

If :

!E ' 1,111,549 1,004,717 4,446,068 3,780,886

+ EXPENSES

tClaims and loss adjustment expenses 539,203 498,142 2,161,755 1,905,545
. |Commissions {note 5) 158,140 170,583 646,344 614,379

' Premium taxes 32,743 30,633 133,704 116,794

iuGeneraI expenses 110,077 72,516 405,349 276,681

' ‘ ) 840,253 771,874 3,347,152 2,913,389

; .

linterest on debt outstanding 1,991 3,108 7,963 11,715

:'INCOME BEFORE INCOME TAXES 269,305 229,735 1,090,953 - 855,772

Income taxes (note 6) 72423 56,662 308,170 231,620

NET INCOME $ 196,882 $ 173,073 $ 781,783 $ 624,152

"'Eamings per share (note 11)

-Basic : $1.47 $1.69 $5.85 $6.51

:Diluted: . $1.47 $1.67 $5.85 $6.49

t

See accompanying notes to the interim consolidated financial statements
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ING CANADA INC,

INTERIM CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY {unaudited)

(In thousands of dollars)

For the three months ended

For the twelve months ended

December 31 December 31 December 31 December 31
2005 2004 2005 2004

Share capital
Balance, beginning of period $1,183,846 $ 605,905 $1,052,290 $ 605905
Capital issued {notes 1 and 9) - 906,880 136,032 906,880
Reduction of capital - {428,684) - (428,684)
Shara issuance costs, net of income taxes - (31,811) (4,476) (31,811)
Balance, end of period -1,183,846 1,052,290 1,183,846 ° 1,052,290
Contributed surplus
Balance, beginning of period 84,443 83,336 83,336 83,3356
Stock-based compensation {note 10) 5,270 - 6,377 -
Balance, end of period 89,713 83,336 89,713 83,336
Retained earnings
Balance, beginning of period 1,443,904 750,910 923,983 299,831
Net income: . 196,882 173,073 781,783 624,152
Dividends paid {21,732) - {86,926) -
Other - - 214 -
Balance, end of period 1,619,054 923,983 1,619,054 923,983
TOTAL SHAREHOLDERS' EQUITY $2,892,613 $2.059,609 $2,892,613 $2,059,609

See accompanying notes to the interim consolidated financial statements
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ING CANADA INC.
! .

INTERRIM CONSOLIDATED STATEMENTS OF CASH FLOWS {unaudited)

{In thiousands of dollars)

For the three months ended

For the twelve months ended

December 31 Decermnber 31 December 31 December
2005 2004 2005 2004
OPIZRATING ACTIVITIES
Net income $ 196,882 $ 173,073 $ 781,783 $ 624,152
Adjustments to determine cash provided by
opurating activities: ‘
Amortization of property and equipment 6,106 3,582 18,121 12,685
Amaortization of intangible assets 1,081 305 3,854 305
Amortization of net premiums on fixed income securities 4,587 4,169 16,274 16,813
Net income from long-term investments (2,320) (2,687) (8.428) (8,098)
Div.dends received from long-term investments - 2,652 5674 6,710 7.795
Reilized investment and other gains {67,164) (36,332) (223,471) {132,418)
Dei:rease in loan provision (1,160) - (5,660) -
Delerred acquisition costs, net 7,268 3,405 {669) (64,571)
Future income taxes, net (8,191) (49,943) 9,572 (38,135)
Unjpaid claims and loss adjustment expenses, net (46,208) (21,067} (44,670) 573,537
Unizamed premiums, net (85,969) (58,757) (85,240) 244 427
Ch.inges in other operating assets and liabilities 173,435 84,405 162,893 155,756
Stock based compensation 5,270 - 6,377 -
.Q:\_!:h provided by operating activities 186,269 105,827 637,446 1,392,248
INVESTING ACTIVITIES
Praceeds from sale of investments . 4,057,452 3.713.970 12,509,278 12,601,021
Putchase of investments (4,304,772) (3,739,876) (12,740,836) (13,701,019}
Purchase of property and equipment, net {19,530) (7,589) (57,143) (14,215)
Purchase of brokerages and books of business (2,503) - {14,894) -
Sals of brokerages and bocks of business 1,777 - 1,777 -
Nel, cash used in the acquisition of Allianz - (359,312) ' - {359,312)
Prcceeds from sale of long-term investments and other, net (436) {18,384) 9,963 6,615
: : .
_Caih used in Invesling activities (268,012) {411,191) (291,855) (1,466,910)-
Flr;'ANCIN(i; ACTIVITIES
Dividends paid (21,732) - (86,926) -
Delit repayment - (204,852) (129,230) {226,852)
Prcceeds from capital issuance - 906,880 136,032 906,880
Shiire issuance costs - (48,344) - (6,802) (48,344)
_Reluction of capital - {428,684) - {428 684)
Ca :h {used in} provided by financing activities (21,732) 225,000 {86,926) 203,000
NET (DECREASE) INCREASE IN CASH AND CASH (103,475) (80,364) 258,665 128,338
E 1QUIVA].ENTE‘: DURING THE PERIOD
CASH AND CASH EQUIVALENTS (OVERDRAFI') :
_E EGINNING OF PERIQOD 444 613 162,837 82473 (45,865)
CASH AND CASH EQUIVALENTS, END OF PERIOD $ 341,138 $ 82473 $ 341,138 $ 82473
SUPPLEMENTAL CASH FLOW INFORMATION:
Income taxes paid $ 68,336 $ 125752 $ 385956 $ 243,781
Intu!rest paid on debt outstanding - 2,899 7,963 13,433

See,accompanytng notes to the interim consolidated financial statements
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ING CANADA INC.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited)
(In thousands of dollars except for per share amounts)

1. BASIS OF PRESENTATION

ING Canada Inc. (the “Company”) is the resulting corporation from the amalgamation on December 10, 2004 of
ING Canada Holdings Inc. and its former subsidiary, ING Canada Inc. The amalgamation is presented on a
continuity of interest basis, as if the historical financial position and operating results of these companies had
always been amalgamated.

The Company entered into a share and loan purchase agreement dated October 7, 2004 with Allianz AG and
Allianz of America, Inc. to acquire most of their operations in Canada ("Allianz"). The transaction was effective
November 30, 2004 and was completed on December 8, 2004. Consequently, the Company’s interim
consolidated statements of income for the three and twelve months ended December 31, 2004 include the results
of Allianz only for the month of December 2004. -

The Company completed an initial public offering on December 15, 2004. As a result of the offering, 34,880,000
common shares were issued. Pursuant to the underwriters’ agreement for the prospectus dated December 9,
2004, the underwriters were granted an over-allotment option to purchase up to 5,232,000 additional common
shares at the offering price of $26.00 per share within thirty days from the date of the closing of the offering.
The option was exercised in full in January 2005. ' '

Subsequent to the closing of the offering and the exercise of the over-allotment option, ING Groep N.V. (“ING
Groep”), both as the owner of 70% of the common shares and the Special Share (note 9), and as a party to the
Co-Operation Agreement (the “Agreement”), has substantial influence over the ongoing business and operation of
the Company. The Agreement provides, among other things, that for so long as ING Groep holds not less than
one-third of the Company's outstanding commeon shares, the Company may not carry out cerlain corporate acts,
including entering into business combinations with unaffiliated third parties or making acquisitions or dispositions
above certain monetary thresholds or changing the dividend policy without the prior written approval of ING
Groep. .

These interim consolidated financial statements have been prepared in accordance with Canadian generally
accepted accounting principles (“GAAP”). Except as described below, these interim consolidated financial
statements use the same accounting policies as were used for the Company's consclidated financial statements
for the year ended December 31, 2004 and should be read in conjunction with the Company's annual .
consolidated financial statements for the year then ended.

Significant accounting changes
(a) Stock-based compensation

In 2005, as a result of the adoption of a Long-Term Incentive Plan for certain employees and a Deferred
Stock Unit Plan for independent directors (note 10}, the Company adopted the recommendations of the
Canadian Institute of Chartered Accountants' ("CICA") Handbook Section 3870, "Stock-Based
Compensation and Other Stock-Based Payments”, which requires that stock-based compensation awards
to non-employees, direct awards of stock, awards that call for settlement in cash or other assets or stock
appreciation right awards to employees be recognized on a fair value basis as an expense. Under this
policy, the fair value of the earned or awarded amounts is estimated on the grant date and such amount is :
recorded as a compensation expense over the related vesting period with a corresponding increase to i
contributed surplus for those awards granted to employees and to liabilities for directors. ‘




|
IP“IG CANADA INC.

ﬁOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited)'
{In thousands of dollars except for per share amounts)

[
it

1. BASIS OF PRESENTATION (continued)
{b) - Rate regulation

In 2005, the Company implemented the requirements of the CICA's Accounting Guideline 19 “Disclosures

by Entities Subject to Rate Regulation”. The objective of this guideline is to ensure that users of the

financial statements of entities providing services or products for which customer rates are established, or

subject to approval, by a regulator or a governing body empowered by statute or contract to set rates, are

" better informed about the existence, nature and effects of all forms of rate regulation. The guideline

| requires companies to disclose general information useful to an understanding of the nature and ecanomic

i effects of rate regulation (note 14) and, if applicable, specific information when rate regulation has affected
the accounting for a transaction or event,

[ (6) Cash and cash equivalents

I In 2005, the Company changed its definition of cash equivalents in order to better align itself with
prevailing industry practice. The Company now defines cash equivalents as highly liquid investments
which are readily canvertible into a known amount of cash, are subject to an insignificant risk of changes in
value and have a maturity date of three months or less from the date of acquisition. Previously, cash
i equivalents were defined in reference to a maturity date of three months or less from the consolidated
i balance sheet dates. The change has no impact on the Company's interim consolidated statements of
! income but results in a reclassification of $274,740 between cash equivalents and investments in the 2004
l consolidated balance sheet. The impact of this change on the interim consolidated statements of cash fiows
N for the three-month and twelve-month periods ended December 31, 2004 is as follows:

] . )

. Three months ended December 34, 2004 Twelve months ended December 31, 2004
! Previously Impact of Previousty Impaci of
‘ reported Restated amount restatemant raportad Restated amount restatement
Amortization of net premiums on fixed .
Income securities $ 4872 $ 4169 $  (704) $ 19224 0§ 16813 §  (2411)
Proceeds from sale of imvastments 3,161,027 3,713,970 552,943 10,743,137 12,601,021 1,857,884
| Purchase of investments " (3,028,484) (3,729,876) (711,392} (11,721,330) (13,701,019) 11,979,588}
Net increase (decreasa) in cash and cash ]
equivalents 78,789 (B80,364) (159,153) 252,554 128,338 {124.216)

Use of estimates

The preparation of financial statements in accordance with Canadian GAAP requires management to make
assumptions and estimates that affect the reported amounts of assets and liabilities at the dates of these intefim
consolidated financial statements, the reported amounts of revenue and expenses for the periods, as well as the
disclosure of contingent assets and liabilities. These estimates are subject to uncertainty. Changes in estimates
are recorded in the accounting period in which these changes are determined.
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ING CANADA INC.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudlted)

{(!n thousands of dollars except for per share amounts)

2.

INVESTMENTS

Tables 2.1 and 2.2 reflect the Company's investments. Fixed income securities and preferred shares are

classified by investment grade and type of issuer.

Table 2.1 As at December 31, 2005
Book Fair Gross Gross
value value unrealized gains unrealized lossas
Short-term notes */ § 440435 $ 440,435 $ - $ -
Fixed Income securities ®
Investment grade @ )
Govemment and govemment-guaranteed 2,043,548 2,091,519 52,545 4574
Corporate 1,147,058 - 1,173,535 . 29,565 3,089
Assat-backed 326,174 327,780 2,910 1,304
Below investment grade ® 3,983 2950 - " 1033
Not rated*® - - - -
Total fixed income securities 3,520,764 3,505,784 85,020 10,000
Mortgage loans 70,347 73,108 2,761 -
Pruferred shares ’
Investment grade 1,245,117 1,304,977 65,306 5.445
Below investment grade 12,149 14,905 2,796 40
Total preferred shares 1,257,268 1,319,882 68,102 5,486
Commen shares 9*4" - 1,266,550 1,430,440 182,641 19,759
Other investments® 165,603 165,603 - .
$6,720,065 $7,025,252 $339,524 $35,237
Table 2.2 As at December 31, 2004
Book Fair Gross Gross
value valug unrealized gains unrealized losses
Short-term notes $ 274,740 $ 274,740 s - s -
Fixed income securities®
Investment grade '%
Government and government-guaranteed 1,805,736 1,854,940 49,348 144
Comporata 1,330,893 1,365,032 . 34,924 785
Asset-backed 523,381 531,900 8,550 k)
Below investment grade 8,771 7.666 2 1,127
Not rated 16,318 17,009 691 -
Total fixed Income securitios 3,665,099 3,776,547 93,535 2,087
Mortgage loans 78,699 83,287 4,588 .
Prefarred shares ‘
Investment grade 1,051,792 1,115,442 66,566 2,816
Below investment grade 17,837 20,895 3,174 18
Total preferred shares 1,069,629 1,136,337 69,740 ) 3,032
Common shares ‘™0 997,707 1,077,495 90,622 11,134
Other investments © 179,271 179,271 - -
$6,285,145 $6,527,377 $258,485 $16,253
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I\;:OTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited)'
{In thousands of dollars except for per share amounts)

2! INVESTMENTS {(continued)

(a) Short-term notes have a maturity date of more than three months from the date of acquisition.

(b) Fixed income securities include private ptacements. The book value of the private placements was $31,618

; at December 31, 2005 (2004 - $38,764) and their fair value was $30 081 at December 31, 2005 (2004 -

$38,366).

(c) The Company uses Dominion Bond Rating Services (“DBRS") and Standard & Poor’s (“S&P”) to rate fixed
income securities. Under the Company's updaled practice, as of January 1, 2005, fixed income securities
with a rating equal to or above BBB- (previously A-) are classified as investment grade and other rated
fixed income securities are classified as below investment grade Comparative fi igures have been

- reclassified to conform to the presentation adopted in 2005.

| (d) Subsequent to the sale transaction of mutual funds described in note 13, the Company no longer has any

' . investment in funds under the ING brand name. At December 31, 2004, the book value of the ING fixed

. income fund units was $16,318 and their fair value was $17,009. At that date, the book value of the ING

:, © equity fund units was $138,730 and their fair value was $150,980. .

: {e) The Company uses DBRS and S&P to rate preferred shares. Under the Company’s updated practice, as of

i January 1, 2005, preferred shares with a rating equal to or above P3 low (previously P2 low) are classified

i as investment grade and other rated preferred shares are classified as below investment grade.

: . Comparative figures have been reclassified to conform to the presentation adopted in 2005.

i () The common share category includes common shares as well as mutual fund and income trust units.

. {g) Other investments include loans (note 5) and strategic investments.

The Company has investments in certain common shares and income trust units pursuant to a market neutral
strategy. The objective of this strategy, which consists of having both long and short equity positions, is to
maximize the value added from active management. Long and short positions are accounted for at cost. Long
positions are included in “investments”. Short positions are presented as other liabilities.

Table 2.3 summarizes the Company’s long and short positions pursuant to the market neutral strategy.

Table 2.3 As at December 31, 2005 As at December 31, 2004
: Book Fair Book Fair
value valug value value
Long $30,401 $34,180 $41,268 $42,082
Shart 30,233 34,220 38,035 41,587

The Company provides collateral for securities borrowed and delivered pursuant to the sale of short securities.
At December 31, 2005, the book value of the collateral was $32,041 (2004 - $39,641).

' To assess impairment, management reviews available current information for investments with fair values below
their book values to ascertain whether the book values are expected to be recovered. The impairment losses
" recorded for the three and twelve-month periods ended December 31, 2005 were $4,359 and $10,470,
respecnvely (2004 - $6,116 and $6,950, respectively).
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ING CANADA INC,

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudlted)
{In thousands of dollars except for per share amounts)

3.

DERIVATIVE FINANCIAL INSTRUMENTS

The Company uses derivative financial instruments to manage financial risks arising from fluctuations in foreign
exchange rates and cash flows. The Companys palicy is to not utilize derivative fi nancaal mstruments for trading

or speculative purposes.

Table 3.1 summarizes. the derivatives used by the Company, their notional amount and their fair value Positive
fair values are recorded as other assets and negative fair values as other liabilities.

Table 3.1 As at December 31, 2005 As at December 31, 2004
Notional Positive Negative Notional  Postive - Negative
amount fair value - fair valus amount fair value fair value
Foreign exchange risk_ )
Forwards sold ) $28,605 $ 86 $- $39,680 $ - $39
Forwards bought 5,922 : - 540 - -
Cash flow risk - .
Foreign currency swaps 14,542 3,003 14972 2,406 -
$45,069 $3,089 $18 $55,192 $2,406 $39 -

Table 3.2 summarizes the remaining terms to maturity of the derivatives.

Table 3.2 As at December 31, 2005 As at December 31, 2004
Term to maturity (notional amournt) Term to méturity (nctional amount)
Oneyearor  Oneyearto Over five Oneyearor  One yearto " Overfive
less five years years lass five years years
Forwards ‘ 7Y s - s | $40.220 $ - $ -
Foreign cumency swaps 4,320 1,718 8,504 - 6,468 8,504
$38,847 $1.718 $8,504 $40,220 $6,468 $3.504
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NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudlted)
(I n thousands of dollars except for per share amounts)

4.

POLICY LIABILITIES

Policy liabilities are established to reflect the estimate of the full amount of all liabilities associated with the insurance
policies at the consolidated balance sheet dates, including claims incurred but not reported. The ultimate cost of these
liabilities will vary from the best estimate made for a variety of reasons, including additional information with respect to
the facts and circumstances of the claims incurred.

Unpaid claims and loss adjustment expenses

Table 4.4 As at December 31, 2005 As at December 31, 2004

Diract Assumed @ Caded® Diroct ™ Assurned™ Codod ™
Auto : Rabiity $1,754,126 5 $ 42,401 $1,850,330 H - $ 77.039
Auto : personal accidant © T1T.TA3 - 29,557 770,297 - 2153
Auto : other : ) B6,554 - 1,124 . 101,582 - 161
Property 504,521 ' - 138,048 610,309 1,827 314,450
Liability ’ . 754,257 - 119,636 818,824 763 169,007
Qther 4368 - 853 58,662 10,337 64,391

$3,821,609 3 $330,519 $4,210,034 $12,927 $687,201

{a) The aggregate of direct and assumed unpaid claims and loss adjustment expenses of $3,821,609 (2004 -
$4,222 961} is shown as unpaid claims and loss adjustment expenses in the consolidated balance sheets.

(b) Ceded unpaid claims are referred to as reinsurers' share of unpaid claims and loss adjustment expenses in the
consolidated balance sheets.

Unpaid claims and loss adjustment expenses are first determined on a case-by-case basis as claims are reported and
then reassessed as additional information becomes known. included in unpaid claims and loss adjustment expenses
is a provision to account for the future development of these claims including claims incurred but not reported, as well
as‘a provision for adverse deviations, as required by accepted actuarial practice in Canada. Unpaid claims and loss
adjustment expenses are discounted to take into account the time value of money.

In estimating unpaid claims and loss adjustment expenses, standard actuarial techniques are used. These techniques
are based on historical loss development factors and payment patterns. They require the use of assumptions such as
loss and payment development factors, future rates of claims frequency and severily, inflation, reinsurance
recoveries, expenses, changes in the legal environment, changes in the regulatory environment and other matters,
taking into consideration the circumstances of the Company and the nature of the insurance policies.
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NOTES TO INTERIM CONSQOLIDATED FINANCIAL STATEMENTS (unaudited)
(In thousands of dollars except for per share amounts)

4. POLICY LIABILITIES (continued)

Unearned premiums

Table 4.2 ' As at Decembar 31, 2005 As at December 31, 2004
Direct Assumed Cedod"? Direct* Assumeod < Ceded '

Auto ; Bability $ 572,700 $ $ 647 § 620,387 $ 50 $ 3,108
Auto ; personal accident 186,665 - 60 198,619 - 665
Auto : other 520,354 . 7T - 547,988 - 808
Property 73'.0.388 - 3,680 764,420 3,259 40,009
Liability 158,876 - 3,238 167,253 2,394 14,838
Other 25,856 - 8,647 36,386 251 18,581

$2,194 837 $ $17.279 $2,335,043 $5,954 $78,199

(c) The aggregate of direct and assumed uneamed premiums of $2,194,837 (2004 - $2,340,997) is shown as
unearned premiums in the consolidated balance sheets.

(d) Ceded unearned premiums are referred to as reinsurers’ share of unearned premiums in the consolldated
balance sheets.

Uneamed premiums are calculated on a pro rata basis from the unexpired portion of the premiums written. The
uneamed premiums estimate is validated through standard actuarial techniques to ensure that these premiums are
sufficient to cover the estimated future costs of servicing these policies and related claims. In estimating these costs,
the Company uses discounting techniques to take into account the time value of money and a provision for adverse
deviations is added to the discounted amount. There was no premium deficiency at the consolidated balance sheet
dates.

The Company estimates that the fair value of unpaid claims and loss adjustment expenses, as well as the fair value of
uneared premiums, approximate their book values.

Pursuant to the acquisition of Allianz (note 1), a series of restructuring transactions requiring Allianz to transfer a
portion of its business (the “AGR Business”) to the Canadian branch of Allianz Global Risks US Insurance Company
was completed as of September 1, 2005. Prior to this date, the AGR Business was subject to a quota share
agreement with Allianz Global Risks Riickversicherungs AG and therefore had no impact on the Company's net
incoms.

Table 4.3 shows the impact of the AGR Business on the consolidated balance sheets.

Table 4.3 As at December 31, 2005 As at December 31, 2004
Assumed Caded Assumed Ceaded

Unpaid claims and loss adjustment expenses § $- $12,927 $447,102

Uneamed premiums - - 5,954 61,523
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5

RELATED PARTY TRANSACTIONS

The Company enters into transactions with the controlling shareholder, ING Groep, and entities that are subject to
common control or management. These transactions consist of reinsurance, management and advisory expenses,

financing charges, as well as advisory fee income. These transactions are carried out in the normal course of -

operations. Accordingly, they are measured at the amount of consideration paid or received established and agreed to
by the related parties and are settled on a regular basis.

Table 5.1 summarizes the impact of reinsurance ceded to entities that are subject to common control or management

on the interim consolidated statements of income.,

Table 5.1 . For the three months ended Decembar 31 For the twetve months ended Decamber 31

. . 2005 2004 2005 2004
Ceded premiums earmed $11,777 $12,801 $ 48,707 $56,038
Ceded daims and loss adjustment expenses 8,803 6,742 80,641 31,655
Loss (income) before income taxes $2,074 $6,059 $(31,934) 524,383

Table 5.2 summarizes the other types of transactions with entities that are subject to' commeon control or management.

Table 5.2 For the three months ended December 31 For the twelve months ended December 31
R ! 2005 2004 2005 2004
Advisory fee income $ 1M . $2,177 $ 5992 $ 8.7

Management and advisory expenses 4,608 5,129 © 17,885 17,853

Intefest exponse L1891 2027 7.963 9,500

Table 5.3 summarizes the Company's balances with entities that are subject to common cohtrol or management.

Table 5.3 _ As ot Docembar 31,2005 . - As at December 31, 2004
Reinsurance (receivable} payable  §(230) $ 65
interest and other payables - ' 2,068 2,960
: : ' $2,738 $3,025

The financial statements of the mvestees presented as Iong-term investments included the followung balances with the
Company.

Table 5.4 ' As at December 31, 2005 As at December 1, 2004

Loans payable , . $63,386 $66,586
Premiums and other receivables . 5,900 . 7.100
Payables and other liabilities - ’ 2,800 4,700

Commission revenue recognized by investees accounted for as long-term investments totaled $28,200 for the twelve :
_ months ended December 31, 2005 (2004 - $29,800).
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NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS {unaudited)
(In thousands of dolfars except for per share amounts) ' -

RELATED PARTY TRANSACTIONS (continued)

Effective January 1, 2004, the Company commuted a quota share agreement with an affiliated company. As a result,
the Company assumed $665,000 in previously ceded policy liabilities and received an equivalent amount of
investment assets.” : ‘ . .

In 2000, a subsidiary of the Company launched a series of mutual funds'under the ING brand name for distribution in
Canada and acted as the funds' manager and advisor. Other subsidiaries of the Company had investments in the

units of these funds (note 2). As described in note 13, the Company has exited its fund management activities and, as

a result, held no such fund units at December 31, 2005. The fair value of the units held by the Company in these funds
represented 45.9% of the funds’ total fair value at December 31, 2004.

INCOME TAXES

Table 6.1 explains the difference; expressed in percentage terms, between the income tax expense and the amount

that would have been computed if thé federal and provincial statutory tax rates had been applied to income before
income taxes: ‘

Table 6.1 o For the three months ended Dacember 31 For the twelve months ended December 31

2005 2004 : 2005 2004
% % % . %
Income tax expense calculated at statutory tax rates 345 346 34.5 343
Increase (dacreasa) in income tax rates resulting from: _ ’ )

Non-taxable dividends o {4.5) “.4) (3.6) (3.8)

Non-deductible accounting write-down ‘ - ©2) - .
Non-deductible expenses 04 . (1.6) 04 .o 0r -

Non-taxable net income from subsidiaries - . ’ ©.2) .

Tax-asset recovery not previousty recorded (0.4) (1.3) 1.2) ' .

Non-taxable portion of capital gains 0.6) Y (1) R

. Impact of tax rate changes ] {0.8) . - 0.2) -

Other {net) ' S (.0 (1.5) {0.3) {3.0)

Effective income tax rate 26.9 247 28.3 274

EMPLOYEE FUTURE BENEFITS

The Company has several defined benefit pension plans, as well as defined contribution pension plans. The
Company recorded defined benefit pension income of $1,175 and $3,234 for the three and twelve-month periods
ended December 31, .2005, respectively {2004 - $407 and $1,623). For the defined contribution plans, the expense
and the employer contributions were $722 and $2,202 for the three and twelve-month periods ended December 31,
2005 (2004 - nil and nil). ) .

The Company partly finances several other retirement plans offering life insurance and health benefits which are

closed to active employees. For these other plans, the Company recorded an expense of $9 and $658 for the three
and twelve-month periogds ended December 31, 2005, respectively (2004 - $218 and $871).
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8. DEBT OUTSTANDING

Table 8:1 summarizes the Company’s loans and line of credit.

Table 8.1

issuer Maturity Rate As at Decomber 31, 2005 As at December 31, 2004

ING Verzekeringen, N.V. August 27, 2006 6.27% : ' $127,000 $127,000
) ING Insurance Intemational, N.V. ' - - - 122,230

Royal Bark of Canada ® - - -

I $127,000 $256,230

preferred shares in 2004. The note was fully repaid in January 2005, following the exercise of the over-aliotment
option granted to the underwriters as a result of the initial public offering (note 1).

b) Uncommitted revolving credit facility in the amount of $50,000, which may be drawn as primary loans at the
prime rate or as bankers’ acceptances at the bankers’ acceptance rate.

I
’ a)Non-interest bearing promissory note, representing the outstanding balance arising from the redemption of
I
|

SHARE CAPITAL

to purchase up to 5,232,000 additional common shares at the offering price of $26.00 per share within thirty days

)
[
” Pursuant to the underwriters’ agreement for the prospectus, the underwriters were granted an over-allotment option

from the date of the closing of the offering. The option was exercised in full on January 13, 2005, generating net
. ‘ proceeds of $129,230 and increasing share capital by $131,556 after taxes.

Table 9.1 summarizes the Company’s share capital.

Table 9.1 As st December 31, 2005 As at Decomber 31, 2004

) Authorized  Issued and outstanding Authorized  {ssued and outstanding
‘ Classes of gshares (shares) (shares} Amount (shares) (shares} Amount
\ Common Uniimited 133,732,000  $1,183,848 Unlimited . 128,500,000  $1,052,290 -
' Class A" ' Unlimited . - Unlimited < -
Special™ ) One 1 C- One 1
; $1,183,846 $1,052,200

(a). Issued and outstanding Class A shares would rank both with regards to dividends and return on capital in
 priority to the common shares.
fi  (a): The Special Share is convertible into one common share. The beneficial owner of the Special Share is entitied
'I _to nominate and elect a certain number of directors to the Board and to appoint the Chief Executive Officer, as
determined by the number of common shares that the holder of the Special Share beneficially owns.
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10. STOCK-BASED COMPENSATION

On February 16, 2005, the Board of Directors of the Company approved a Long-Term Incentive Plan for certain
employees. Under that plan, these employees are awarded performance units (one performance unit equals one - :
common share of the Company} as a portion of their compensation. Each award vests and pays out at the end of a
three-year performance cycle. The payout varies based on a performance target driven by the Company's three- -
year average return on equity relative to that of the Canadian property and casualty insurance industry. The payout
may only be in common shares. Accordingly, this type of compensation is recognized as an expense with a
corresponding increase to contributed surplus. The Company re-estimates the number of performance units that are
expected to vest at each reporting period. The estimate was 363,700 units at December 31, 2005.

Members of the Company’s Board of Directors who are not officers or employees of the Company or its affiliates
receive compensation in the form of Deferred Share Units ("“DSU”) and may elect to receive other compensation in
the form of DSU or cash. A DSU represents an amount owed by the Company to the directors and has the same
value as one share of the Company at the date of the grant. These DSU may not be paid out until such time that the
director leaves the Board. Payment may be in cash or common shares of the Company, at the option of the
directors. Accordingly, director compensation is recognized both as an expense and a liability.

At the time of the payout, the Company intends to purchase shares in the market in an amount equal to the number
of vested shares. A - .

The aggregate amounts charged to compensation expense for these plans were $5,288 and $6,447 for the three
and twelve-month periods ended December 31, 2005, respectively. The expense is based on the fair value of the
awards at the dates of the grants and represents management's estimate of the payout by reference to the
achievement of an expected performance target. 0

11. EARNINGS PER SHARE

Table 11.1 For the three months ended Docember 31  For the twelve menths ended December 31
2005 ) 2004 2005 2004
Basic eamings per shara .
Net income avaiable o common shareholders - $196,882 . $173.073 $781,783 $624,152
Average number of common shares (in thousands) 133,732 102,340 133,546 95,818
Basic eamings per share ' $1.47 $1.69 $5.85 $6.51
Diluted eamings per share ’
Net income avaitable to commaon shareholdars $196,882 $173,073 $781,783 : $624,152
. Net interest incoma on proceads of over-aliotment option - 114 - 114
Adjusted net income available to common shareholders $196.882 $173,187 $781,783 $624,266
Average number of common shares {in thousands) 133,732 102,340 133,546 95,818
Common shares granted in over-aliotment ™ (in thousands) - : 1,308 - 330
Average number of diluted common shares (in thousands) 133,732 103,648 133,548 96,148
Diluted eamings per share $1.47 $1.67 $5.85 $5.49

{a) For comparative purposes, the number of common shares reflects the recrganization of capital as if it had
occurred on January 1, 2004 (note 9).
(b} Note 9.
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’ . |ln thousands of dollars except for per share amounts)

‘2.

INTEGRATION COSTS

In connection with the acquisition of Allianz, the Company recorded integration costs as part of the purchase price.
These costs represent the amounts the Company expects to incur in relation to the integration of the operations of
Allianz and consist of provisions for involuntary employee terminations, redundant lease space, discontinuance of
information systems and regulatory policyholder notification requirements.

The outstanding balance of these integration costs was $20,556 at December 31, 2005 (2004 -_$34,518).

. ACQUISITIONS AND DIVESTITURES

During 2005, goodwill and intangible assets increased by $17,246 and $3,858, respectively, as a result of
acquisitions made by subsidiaries of the Company for cash consideration of $14,894 and dispositions for $1,777.
Where the acquisitions give the Company contro} over investees which were prewously accounted for as long-term
investments under the equity method, the investees are consolidated, resulting in an increase of, and a reallocation
to, assets and liabilities.

On July 8, 2005, the Company terminated five ING funds. ‘Remaining investments were switched into the ING
Canadian Money Market Fund. On August 5, 2005, this fund, along with twelve other ING funds, were merged into
AGF funds pursuant to the agreement with AGF Funds Inc., which also acquired the ING Canadian Dividend Income
Fund. The Company did not incur significant incremental expenses or asset impairment charges as a result of these
transactions. Furthermore, the exiting of fund management activities has had no material impact on the Companys
results and will have no material impact on the Company’s future results.

Effective September 1, 2005, the Company sold the renewal rights of $13,000 of commermal marine insurance
business.
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ING CANADA INC.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited).
(In thousands of dollars except for per share amounts)

14. DISCLOSURES ON RATE REGULATION

The Company's insurance subsidiaries are licensed under insurance legislation in each of the provinces and
territories in which they conduct business. Automobile insurance is a compulsory product and is subject to different
regulations across the provinces and territories in Canada, including those with respect to rate setting. Rate setting

mechanisms vary across the provinces and teritories in Canada, but they generally fall under three categories: "use -

and file®, “file and use™ and “file and approve”. Under “use and file”, rates are filed following use. Under “file and use”,
insurers file their rates with the relevant authorities and wait for a prescribed period of time and then implement the
propased rates. Under “file and approve”, insurers must wait for specific approval of filed rates before they may be
used.

Table 14.1 lists the provincial authorities which regulate automobile insurance rates. Automobile direct written
premiums in these provinces totaled $2,166,541 in 2005 (2004 - $1,974,964) and represented apprommately 98.2%
(2004 - 98. 0%) of direct automobile premiums wntten

Table 14.1

Provinceltarritory Rate fillng Regulatory authority

Albertn File and approve or Alberta Automabile Insurance Rate Board

fie and use ™ '

Ontaro . File and approve Financial Services Commission of Oniterio
" Quebec Use and fle L'Autorits des marchés financiars

Nova Scotia Filo and approve Nova Scotia insurance Review Board

New Brunswick File and approve New Brunswick insurance Board

Prince Edward Istand File and approve island Regulatory Appeals Commission

Newfoundland File and approve Board of Commissioners of Public Wiilities

{a) For mandatory ooverag‘e, the rate regulation mechanisms are “file and approve™ or “file and use”, depending on
the filing; for optional coverage, the rate regulation mechanism is “file and use”.

Relevant regulatory authorities may, in some circumstances, require retroactive rate adjustments, which could result
in a regulatory asset or liability. At December 31, 2005, the Company had no regulatory asset or liability.




urs CANADA INC.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited)

*(In thousands of do!lars except for per share amounts)

15. SEGMENTED INFORMATION

The Company’s core business activity is property and casualty ("P&C") insurance. P&C operations include two
manufacturing segments and the investment segment. The manufacturing segments are personal lines and

commercial lines. Classes in the personal lines segment include automobile and property. Classes in the .

commercial lines segment encompass commercial property and liability, automobile, surety, marine, as well as
niche products that are targeted towards limited markets requiring specialized underwriting and claim settiement.
it The effect of reinsurance is reflected in the revenue and results of the manufacturing segments. The investment
I‘ aclivities consist of managing the investment portfolio for the Company as a whole. Investment income is shown net

of investment expenses. Non-property and casualty segments include corporate and other activities, as well as -

|. realized investment and other gains. Corporate and other activities include miscellaneous sources of income such
| as commissions and adviscry fees and related expenses, the Company's share of net income from long-term

investments and expenses pertalnlng to non-recurring items such as acquisitions whose effects are not allocated to
 any other segment :

fl

For the three months ended December 31 For the twelve months ended December 31

Table 15.1 2005 2004 2005 2004
Revonue
‘ Net premiums eamed
Personal insurance $ 670,900 § 622,143 $2,680,698 $2,343,448
. Commercial insurance 290,409 266,072 1,159,478 1,021,115
i' Investments 73,961 73,261 - 323,255 7 256 692
! Total P&C insurance 1,035,279 961,476 4,163,431 3,621,255
Corporate and other 9,108 6,909 59,166 . 27,213
Realized investment and other gains 67,164 36,332 223471 132,418
- )
Total revenue $1,111,549 $1,004,717 $4.446,068 $3,780,886

{ncome before income taxes
Underwriting income

Personal insurance $ 113,289 $ 124,735 $ 382,120 S 339,228
Commercial insurance 12,962 (3.384) 155,592 130,802
Investments 68,340 71,039 300,732 246,964
Total P&C insurance : 194,591 189,390 838,444 - 716,994
Corporate and other 7,550 . 4013 ’ 29,038 ) 6.360
Realized invesiment and other gains 67,164 36,332 223,411 132,418
Total income before Incorﬁa taxes $ 269,305 $ 229,735' $1,090,953 $ BS55,772
As at December 31
' 2005 2004
Asseots ’
P&C insurance $9,068,267 $9,230,609
. Corporate and other © . 860,268 432,515
Total assets $9,926,535 $9,663,124
For the three For the twelve For the
months ended months ended year ended
Dacembar 31, 2005 December 31, 2005 Dacember 31, 2004
| Increase of goodwill

P&C insurance $ - $ - $32,525
Corporate and other 3,305 17,246 14,229
Total increase of goodwill £3,305 $17,246 $46,754

(8} Inctudes goodwill of $74,411 at December 31, 2005 and 2004,
{b) Includes goodwil! of $33,951 at December 31, 2005 and $16,705 at December 31, 2004,
(c) Goodwill in the amount of $46,754 was acquired during the three-month period ended December 31, 2004.




ING CANADA INC.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS {unaudited)

(In thousands of dollars except for per share amounts) . o

16. COMPARATIVE FIGURES

Certain comparative figures have been reclassified to conform to the presentation adopted in the current periods.

17. SUBSEQUENT EVENT

The Company entered into an agreement dated December 15, 2005 to sell certain office buildings to Whiterock.
Real Estate Investment Trust for approximately $29,700 and to lease back these buildings for a term of 20 years
with four, five-year extensions. Due diligence by the purchaser was completed in February 2006. The transaction
will generate a gain of approximately $3,000 which will be deferred and amortized over the lease temm in
accordance with the provisions of the CICA Handbook Section 3065. The lease agreement qualifies as an
operating lease with minimum annual lease payments of $2,200.
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Toronto, ON — May 11, 2006

ING CANADA POSTS STRONG FIRST QUARTER RESULTS

ING Canada Inc. {TSX: IIC.LV) réported net income of $185.9 million for the quarter ended

March 31, 2008, up 17.3% from $158.5 million the first quarter of 2005. Revenue also increased

‘to $1,133.8 million, up 3.2% from $1,098.8 miillion in the corresponding quarter of 2005.

Earnings per share for the first quarter of 2006 amounted to $1.39, compared to $1.19 for th
corresponding period in 2005.

- ING Canada also declared a quaﬁerly dividend of 25.0 cents per share on its outstanding

common shares, payable on June 30, 2006 to shareholders of record on June 15, 2008.

e

Claude Dussault, President and CEO said: “We continued to achieve good results in the first

quarter. Our investment results improved significantly over last year due to favourable fixed

income and equity market gains. Our underwriting results benefited from improvements in claims .

frequency and severity and although prior year claims development was less favourable

compared to |last year, it was once again strongly positive in the quarter. In addition, our total

number of insured risks continued to increase, mltlgatmg the impact of reductions in insurance

rates.”

Current Outlook

¢ Top line growth for the property and casualty insurance industry is expected to remain

below historical levels this year. Underwriting performance is expected to fall below the

favourable levels witnessed in 2005 but to exceed historical averages.

« Automobile insurance reforms adopted by various provinces continue to contain costs,

and product affordability and availability have been restored. Sustainability of these

reforms, claims frequency levels and any further rate reductions will continue to be key

performance drivers in 2006.

are expected to remain above historical levels.
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Financial Summary

2006 2005 Change
Q1 Qi

Direct Premiums Written ($ million) 812.5 821.9 (1.1%)
Underwriting Income ($ million) 79.9 114.9 (30.5%)
Net income ($ million) 185.9 158.5 17.3%
Earnings per share (in dollars) 1.39 1.19 16.8%
Basic and diluted .

Return on equity, for the last 12 months 30.1% 38.9% (8.8)
Return on equity for Q1 annualized 25.0% 28.9% (3.9)
Combined ratio 91.5% 88.1% 3.4

Financial Highlights

Revenue for the first quarter increased by $35.0 million or 3.2% to $1,133.8 million from
$1,098.8 million in the first quarter of 2005. Net premiums earned decreased by _
$31.1 million as a result of overall average rate reductions of 3.3%. However, investment
income from insurance subsidiaries remained stable, increasing by $0.2 million to

$68.3 million, while realized investment and other gains increased by $64.9 million to
$107.6 million. The improvement resulted from a repositioning of the fixed income
portfolio as well as higher gains in equities due to favourable market conditions.

Total income before income taxes for the quarter increased 17.4% to $268.4 million from

$228.6 in the first quarter of 2005. Net income for the quarter amounted to $185.2 million,
an increase of $27.4 million or 17.3% from the $158.5 million earned for the three months

ended March 31, 2005,

Shareholders’ equity increased during the quarter by 5.3% to reach $3,046.0 million on
March 31, 2006. Our debt to total capital ratio remained low at 4.0%.

Business Highlights

Excluding the transfer of AGR commercial lines to Allianz Global Risk US Insurance
Company in 2005, direct premiums written during the first quarter increased by

$5.7 million over last year and totalled $812.5 million. The increase occurred despite a
5% average reduction in automobile insurance premiums. The increase is due to a 1.9%
rise in the total number of insured risks, a key non-GAAP measure of growth.




o The combined ratio in the first quarter was 91.5%, up 3.4 pe'rcentage points from 88.1%
for the same period last year. The expense ratio increased from 29.5% to 32.0%, due in
large part to a non-recurring one-time adjustment in commissions and in expenses related
to employee incentive plans. On a year-over-year basis, the claims ratio increased by
0.9 percentage point to 59.5%. While frequency and severity of claims improved, prior
year claims development during the quarter was betow the unusually high level recorded
last year, by $31.4 million. Total underwriting income for the quarter amounted to
$79.9 million, down $35.0 million from the corresponding period of 2005.

» Personal lines direct premiums written increased by $15.2 million or 2.8% over the same

period last year. Underwriting income from personal lines during the quarter amounted to .

$40.0 million, a decrease of $40.4 million compared to the first quarter of 2005. The total
number of personal lines risks insured increased by 2.4%.

+ Commercial lines direct premiums written decreased by 3.5% after the transfer in 2005 of
commercial lines to AGR. Underwriting income increased by $5.5 million to $40.0 million
on a 2.3% decrease in the combined ratio to 85.9%, owing largely to lower frequency and
severity of losses in non-auto commercial risks. -

Corporate developments

e On April 1, 2006, ING acquired Grey Power Insurance Brokers Inc. {GPIBI) of Stouﬁvillé,
Ontario. GPIBI is the largest member of the Grey Power broker network, accounting for
approximately $68 million in annual premiums and 50% of the network’s business volume.

e On April 1, 2006, Allianz Insurance Company of Canada and The Nordic Insurance
Company of Canada, both insurance subsidiaries of ING Canada, amalgamated under the
name of The Nordic Insurance Company of Canada. The companies had prewously
announced their intention to amalgamate on February 20, 2006.

Conference Call

ING Canada will host a conference call to review its earnings results today at 10:00 am EDT. To
listen to the call via live audio webcast and to view the presentation slides, visit our website at
www.ingcanada.com. Click on “Investor Relations”.

The conference call is also available by dialing 617-614-3474 or 1-800-706-7749 {toll free in North
America). The passcode is 51957322. Please call ten minutes before the start of the call.

A playback of the call will be available starting at 1:00 pm EDT on May 11 through 5:00 pm EDT
on May 18. To listen to the replay, call 617-801-6888 or 1-888-286-8010 (toll free in North
America). The passcode is 68623645. A transcript of the call will also be available on ING
Canada’s website.




About ING Canada

ING Canada is the largest provider of property and casualty insurance in the country, offering
automobile, property and liability insurance to individuals and businesses through its insurance
subsidiaries.

Media enquiries:
Shawn Murray - Manager, External Communications, Tel: 416-941-5151 Ext. 2930

Email; shawn.murray@ingcanada.com

Investor enquiries: .
Brian Lynch - Director, Investor Relations, Tel: 416-941-5181

Email: brian.lynch@ingcanada.com




MANAGEMENT’S DISCUSSION AND ANALYSIS

May 11, 2006 . _ _
The following discussion and analysis of our financial condition and results of operations should be read in

-conjunction with our interim consolidated financial statements (unaudited) and accompanying notes at the

end of this report, as well as the management’s discussion and analysis and the consolidated financial
statements in the Company's 2005 Annual Report to Shareholders. '

The Company uses both generally accepted accounting principles (GAAF} and certain non-GAAP
measures 10 assess performance. Non-GAAP measures do not have any standardized meaning.prescribed
by GAAP and are unlikely to be comparable to any similar measures presented by other companies. ING
Canada analyzes performance based on underwriting ratios such as combined, expense and loss ratios.
These terms are defined in the glossary of terms found on the Investor Relations section of our web site at
www.ingcanada.com and appear with a footnote description whenever the term first appears in the
management’s discussion and analysis.

This discussion and analysis contains forward-locking statements that involve risks and uncertainties. Qur
actual results could differ materially from these forward-looking statements as a result of various factors,
including those discussed below or in our Annual Information Form. Certain totals, subtotals and
percentages may nof agree due to rounding. Additional information about ING Canada, including the
Annual Information Form, may be found online on SEDAR at www.sedar.com.

Current Outlook
Several key factors will affect the property and casualty (“P&C”} insurance industry in 2008.

» Lower industry growth rates but still strong underwriting profits: We expect the industry’s top-
line growth rate for 2006 to be below historica! levels, and for the industry, underwriting results to
fall short of the favourable level experienced in 2005. That said, underwriting results for the year
2006 should exceed historical returns.

= Stable claims costs in automobile insurance: Automoebile insurance reforms adopted by various
provinces over the last two to three years have continued to be effective at containing and
stabilizing claims costs. Furthermore, automobile claims frequency remains low and we believe
frequency will either increase or continued low frequency will lead to premium reductions in 2006.
Sustainability of the cost containment measures, as well as potential rate reductions, will continue A
to be key performance drivers throughout 2006.

* Commercial insurance competition: Commercial insurance continues to be competitive: prices
are softening but continue to yield returns above historical levels. We remain disciplined in pricing
and underwriting and committed to superior service to our brokers and commercial customers.

* Non-residential construction cost increases: Non-residential construction cost increases are
putting pressure on commercial insurance underwriting margins. We continue working with our
brokers to ensure that our commercial customers retain sufficient coverage.



ING Canada, with its scale advantage, underwriting discipline and pricing sophistication is well positioned to 0 |
capitalize on the above conditions and continue to outperform the industry’s retumn on equity for the
foreseeable future. Our distinct product and service proposition delivered through a multi-channel
distribution network will be a key driver in fuelling organic growth. '

Overall Performance
Net Income

Net income for the three months ended March 31, 2006, was $185.9 million, an increase of $27.4 million, 6_r
17.3%, from $158.5 million for the three months ended March 31, 2005,

These results were driven by continued favourable claims experience and strong investment gains. - ;
+  Our combined ratio was 91.5%, a good result in what has historically been a challenging quarter.
. Current accident year claims frequency and severity remain below last year's level. Prior year
claims development remained positive at $37.1 million, although $31.4 million below last year's
extraordinary level. Total expénseé (including commissions) increased $13.3 million, including an
additional commission expense for prior year profit-sharing commissions.

+ Pre-tax realized investment and other gains were $107.6 million in the quarter, up from
$42.7 million in Q1 05. These gains consist primarily of $27.2 million fixed income and $75.5 million
equity gains, and are explained further under “Revenue” below.

Pre-tax income increased to $268.4 million in Q1 06 from $228.6 million in Q1 05. The foliowing table
presents the major changes in pre-tax income.

) Three months ended

(in millions of dollars) . ‘ ] March 31
2005 Pre-tax Income - $2286

Prior year claims development ‘ (31.4)

Current accident year * 7.3

Industry pools - (5.2)

Catastrophes ' (6.7
Underwriting income (35.0)
Realized investment and other gains ' 64.9
Cther : ' 9.9
2006 Pre-tax income $2684

* excludes industry pools and catastrophes




Shareholders’ Equity

Sh__areho!derS' equity increased by $153.4 million, or 5.3%, to $3,046.0 millfon at March 31, 2006. This

increase reflects net income of $185.9 million less $33.4 million in dividends ($0.25 per share) paid during

the quarter plus $0.9 million provision for stock-based compensation.

Summary of Results

The financial data in the following tables was prepared using Canadian generally accepted accounting

principles (GAAP) and is taken from our.interim consolidated financial statements (unaudited) for the three

months ended March 31, 2006 and 2005.

(in millions of dollars, except per share data)

Direct premiums written -

Total revenus

Underwriting income

Net income

Eémings per share (in dollars)
. Basic and diluted

Cash and cash equivalents
Investments

Total assets

Debt outstanding

Three months ended

2006
$ 8125
1,133.8
79.9
185.9

139

As at March 31
2006

$ 5776
6,466.1

. 89,7823
127.0

March 31
2005
$ 8219
1,098.8
114.9
158.5

1.19

As at December 31
2005

$ 34141
67210
99265
127.0
2,892.6

Total shareholders' equity

3,046.0

The following table shows selected non-GAAP financial ratios and return on equity (ROE) data.

Claims ratio ‘"

Expense ratio
Combined ratio ¥
R(E)E )

ROE of our P&C insurance subsidiaries

Three months ended
March 31
2006 2005
59.5% 58.6%
32.0% 29.5%
91.5% 88.1%
30.1% 38.9%
35.5% 36.8%




(1) Claims and loss adjustment expenses incurred, net of reinsurance, dun’hg a defined period and expressed as
a percentage of net premiums earned for the same period. The financial numbers are determined in
accordance with GAAP but the ratio is a non-GAAP measure.

(2) Expense including commissions, premium taxes and all general and administrative expenses, incurred in
operating the business during a defined period and expressed as a percentage of net eamed premiums for the
same period. Components of the expense ratio - commissions, premium taxes and general expenses - are
individual ratios expressed as a percentage of net premiums eamed. The financial numbers used to determine
these ratios are determined in accordance with GAAP but the ratio is a non-GAAP measure.

{3) The sum of the claims ratio and the expense ratio. A combined ratio below 100% indicates a profitable
underwriting result. A combined ratio over 100% indicates an unprofitable result. The financial numbers that
comprise the ratio are determined in accordance with GAAP but the ratio is a non-GAAP measure.

(4) Return on equity is a non-GAAP measure which represents our net income for the twelve months endad on
the date indicated divided by the average shareholders' equity over the same twelve-month period. Net income
and shareholders’ equity are determined in accordance with GAAP.

{5) Return on equity of our P&C insurance subsidiaries is a non-GAAP measure which represents net income of
our P&C insurance subsidiaries for the twelve months ended on the date indicated divided by the average
shareholders' equity of our P&C insurance subsidiaries over the same twelve-month period. Net income and
shareholders’ equity are determined in accordance with GAAP. Our P&C insurance subsidiaries consist of
Belair Insurance Company Inc., ING Insurance Company of Canada, ING Novex Insurance Company of
Canada, The Nordic Insurance Company of Canada, Allianz Insurance Company of Canada, Trafalgar
Insurance Company of Canada, along with our warranty company, Wellington Warranty Company Inc.

Direct Premiums Written

For the three months ended March 31, 2006, direct premiums written totalted $812.5 million, an increase of
$5.7 million from Q1 05 primarily from industry pools after excluding the AGR premiums of $15.1 million for
Q1 05. The "AGR business”, related to insurance coverage of industrial risks for large Canadian companies
and multi-national clients of Allianz AG, was not part of the Allianz acquisition as it was subject to a 100%
quota share agreement with Allianz Global Risks Richversicherungs AG pending the re-transfer of this
business to the Canadian branch of Allianz Global Risks US Insurance Company in September 2005.

A key non-GAAP measure of our growth is written insured risks, defined as the number of vehicles in
automobile insurance, the number of premises in personal property insurance and the number of policies in
commercia! insurance, excluding commercial auto insurance. The number of written insured risks increased
1.9% in Q1 06 over Q1 05.

Premium growth was lower than the growth in insured risks given lower average premiums largely due to
written premium rate reductions in personal automobile insurance averaging 5.0%.
Revenue

Revenue increased by $35.0 million, or 3.2%, to $1,133.8 million in the quarter compared to
$1,098.8 million in Q1 05.




The following table presents the major changes in revenue between Q1 05 and Q1 08.

1

. . ‘ Three months ended
-| (in millions of dollars) March 31
| Net premiums earmed $(31.1)
Investment segment income 0.3
Realized investment and other gains 64.9
Corporate and other revenue 28
Increase in revenue §_350

Net premiums eamed dropped $31.1 million, or 3.2%, from Q1 05 despite a 2.1% increase in earned
premiums attributable to changes in business mix and increased coverage levels.

This decrease was caused by:

+ a3.3% overall average eamed rate reduction. Rate reductions are due to reduced costs primarily
attributable to automobile insurance reforms; and
+ a $20.0 million decrease in eamed premiums received from industry pools.

Pre-tax realized investment and other gains were $107.6 million in the quarter, up from $42.7 million in
Q1 05 primarily due to gains on fixed income and equities.

» Fixed income gains were $27.2 million, compared to $10.8 million in Q1 05. These gains resulted
from the repositioning of our fixed-income portfolio to lower the duration of our assets as explained
in the Balance Sheet Analysis below, under “Investments”. This repositioning is now complete.

s Equity gains were $75.5 million for the quarter, up from $30.9 million in Q1 05. These gains were a
result of strong Canadian equity markets, our investment strategy which requires regular trading
activities in our high dividend yield common share porrfolid and an increase in equity exposure as
discussed below under “Realized Investment and Other Gains".

Net unrealized gains of $208.3 million at March 31, 2006 were $96.0 million less than at
December 31, 2005.

Underwriting income

Undenrwriting income (the difference between net premiums eamed and the sum of net claims incurred,
commissions, premium taxes and general expenses) was $79.9 million in Q1 06, down $35.0 million from
Q1 05, yielding a claims ratio of 59.5% which is a 0.9 percentage point higher than in Q1 05. The expense
ratio increased from 29.5% to 32.0%, resulting in a combined ratio of 91.5% for Q1 06, up from 88.1% in
Q1 05. '




The major changes in underwriting income were shown previously in the table under “Overall Performance".

Prior year claims development was $31.4 million less than Q1 05 which mcluded posmve development in
the amount of $16.0 million related to class actlon suits.

Current accident year underwriting income, excluding industry pools and catastrophes, improved by
$7.3 million, This increase is the result of a number of factors:

e Current year frequency and severity (excluding pools and caiastrophes) improved over Q1 05.
Frequency was down 4.0%, and severity was down 3.2%.

« Commission expense was up $3.5 million, with the commission ratio rising year—over—year from
17.7% to 18.7%. This increase is due to h:gher profit-sharing commissions, an element of broker
compensation tied to profitability. At year-end, we estimate the amount payable and book it as an
expense although the actual calculation is dependent upon the final underwriting results for the -
year. We typically make an adjustment in the first quarter when the actual amount payable
becomes known; we booked such an adjusting amount of $9.1 million in Q1 06 for 2005 profit-

- sharing commission. Total profit-sharing commissions, including this adjustment, were $42.3 million

in Q1 06.

s« The expense ratio was up 1. 5 percentage pcunts from Q1 05, with the dollar amount of expenses up
$11.8 million. This increase over last year can be attributed to a number of factors, including:
{i) increase in employee incentive compensation of $3.0 million, with most of this year-over-year
increase due to low accruals of this type in Q1 05, (i) shift in acquisition expense from commission
to general expense of $4.0 million due to business mix, and (jii) timing of a $3.0 million expense
which was recorded last year in Q2. -

Industry pools consist of the so-called “residual market”, as well as risk-sharing pools (RSP); in Alberta,
Ontario, Quebec and New Brunswick. These pools are managed by the Facility Association except for the
Quebec RSP. Transfers in and out of these pools, on balance, resulted in a higher underwriting loss for the
current accident year from pools that was $5.2 million greater in Q1 06 than in Q1 05. This loss is due to the
difference in the earned premium estimate provided by the Alberta RSP at December 31, 2005 for the
months of November and December which was higher than the actual eamed premiums subsequently
reported in 2006.

A catastrophe (defined as an event resulting in net claims incurred of at least $5.0 million) occurred in

"Q1 06. It consisted of a winter storm in Quebec which resulted in $5.7 million of losses, primarily impacting

personal insurance.
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Summary of Quarterly Results

(in millions of dollars, except
per share data)

lDirecl premiums written
iTolal revenues

Underwriting income
Income before income taxes
[Net income

!Combined ratio

Eamings per share .

Basic

b Dited

Earnings per adjusted share "
| Basic pro-forma

2006
il Q4

"$ 8125 | $ 9050

1,1338 | 11116

79.9 126.3

268.4 269.3

1859 196.9

915 86.9

139 147

139 147

1.39 147

1.39 147

2005

Q3 Q2
$1,0065 51,1714
1,123.3 1,1123
116.7 179.8
269.3 323.6
202.8 2236
87.7 81.2
1.52 1.67
1.52 1.67
1.52 1.67
1.52 1.67

Q

$ 8219
1,008.8
114.9
228.6
1585
88.1

1.19
119

1.19

1.19

Q4

$ 8830
1,004.7
118.4
229.7
1731
86.7

1.68
1.67

135
1.29

2004

Q3 Qz
$9216 $1,043.4
919.7 © 900.9
1337 174.5
2171 23886
163.6 172.3
839 78.8
1.75 1.84
1.75 1.84
1.27 1.34
1.22 1.29

a1

§727.8
955.6
434
170.4
1151
94.7

1.23
1.23

0.90
0.86

l Diluted pro-forma

(1) To facilitate comparison of performance between duarters, management has calculated basic earnings per adjusted
' “share, a non-GAAP measure, on a pro-forma basis as if the 12_8.5 million common shares outstanding after our

. reorganization and completion of the initial public offering were outstanding at the beginning of each of the quarters
‘ - prior to 2005, Diluted earnings per adjusted share, another non-GAAP measure, is calculated as if the 133.7 million
k _common shares, the difference being the shares issued in January 2005 as part of the over-allotment granted to the

underwriters, had been outstanding during each of the quarters prior to 2005. Net income used for the pro-forma
eamings per adjusted share calculations has not been adjusted for interest income and expense that would have
been realized by the Company from investing the net proceeds of the initial public offering and reducing the debt

outstanding.

Seasonal Indicator

al
Q2
: | Q3
Q4

2005

1.02
0.94
1.02

2004

1.10
0.92
0.98
1.1

2003

1.06
0.95
0.96
1.04

3-year average

1.06
094
0.98
1.02

The seasonal indicator is a non-GAAP measure which represents the ratio of the quarterly combined ratio
to the annual combined ratio. Historically, the seasonal indicator pattern shows that Q2 is the lowest loss
quarter and Q1 is the highest loss quarter.

1.01
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Segmented Information

We report our results on the basis of five segments comprised of: the three segments of our property and
casualty insurance business (personal insurance, commercial insurance and the investment results of our

P&C insurance subsidiaries), corporate and other, and realized investment and other gains.

The following table presents selected information on our business segments.

(in millions of dollars)

Revenus

Net premiums eamed
Personal insurance -
Commercial insurance

Total net premiums eamed
Investments
Totat P&C insurance

Corporate and other
Realized investment and other gains

Total revenue
Income before income taxes

Underwriting income
Personal insurance
Commercial insurance

Total underwriting income
Investments
Total P&C insurance

Corporate and other
Realized investment and other gains

Total income before income taxes

Three months ended

March 31
2006 2005
$ 6543 $ 6758
282.6 . 292.2
936.9 868.0
744 , 738
£1,011.0 $1,041.8
15.2 , 14.3
107.6 '42.7
$1,1338 $1,008.8
$ 400 $ 804
399 345
79.9 1149
68.3 68.1
$ 1482 $ 18340
12.6 28
107.6 427
$ 2684 $ 2285
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Personal Insurance

The following table presents the direct premiums written and underwriting income of our personal insurance

segment. . '
(in miilions of dollars) Three months ended
’ ) March 31
2006 2005

Direct premiums written
Personal automobile : $395.6 $387.9
Personal property o . 1547 _ 1472
Total direct premlums written $550.3 '$535.1
Net premiums samed $654.3 $675.8
Expenses
Claims and loss adjustment expenses oo 415.0 406.3
Commissions 113.3 1114
Premium taxes 220 ' : 231
General expenses . - 640 546

Total expenses 6143 5954
Underwriting Income $ 400 § 804

!

Ratios
Claims ratio 63.4% 60.1%
Commissions ratio - 17.3% 16.5%
Premium taxes ratio ' A 3.4% 3.4%
General expense ratio ‘ 9.8% 81%
Combined ratio 93.9% 88.1%

Direct Premiums Written

Direct premiums written increased by $15.2 million, or 2.8%, in Q1 06 over Q1 05. This includes written
premiums from industry automobile pools which increased by $5.7 million in Q1 06 over Q1 05,

The number of written insured risks for personal property increased by 2.0% while the number of written

insured risks for perscnal auto increased by 2.7% in Q1 06. The total number of written insured risks in
personal insurance increased by 2.4% in Q1 06, ' '
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Net Premiums Eaméd

Net premiums earned decreased by $21.5 miillion, or 3.2%, in Q1 06. This reflects lower year-over-year
earned premiums from industry automobile pools which reduced premiums by $20.0 million in Q1 06
relative to Q1 05. Premium rate reductions for personal automobile also impacted net premlums earned for
the quarter by 8.3%.

Underwriting Income

Underwriting income from personal automabile and property in total decreased by $40.4 million in the first
quarter as the combined ratio increased by 5.8 percentage points. The change in prior year claims
development is the primary reason for the year-over-year decrease in personal insurance underwriting
income. Favourable prior year claims development, although still historically high at 3.8%, was down from
8.1% in Q1 05 (5.7% before class action development). :

Underwriting income from personal property decreased by $3.5 million in Q1 06 on an increase in the
combined ratio of 2.1 percentage points. Underwriting income from personal automobile decreased by -
$36.9 million in the first quarter on an increase in the combined ratio of 7.2 percentage points despite lower
frequency for the quarter compared to Q1 05. The decrease in underwriting income is mainly due to lower
prior year claims development in the quarter compared to Q1 2005 which included positive claims
development of personal auto class actions in the amount of $16.0 million as discussed above.

The current accident year loss ratio in personal insurance for Q1 06, excluding catastrophes (defined as
claims and loss adjustment expenses incurred for only the current year excluding all other claims and loss
adjustment expenses incurred during the calendar year expressed as a percentage of net premium earned)
for Q1 06 is 1.7% lower than that of Q1 05. -

Qur personal insurance expense ratio was 30.5% in Q1 06 compared to 28.0% in Q1 05. The commission
ratio was 17.3% in Q1 08, an increase of 0.8 percentage point. The general expense ratio increased by
1.7 percentage points to 9.8% in Q1 06.




Commercial Insurance

The following table presents the direct premiums written and underwriting income of our commercial
insurance segment.

{in millions of dollars) , ' Three months ended
" March 31
2006 2_005

Direct premiums written .
Commercial automobile . . $ 682 . § 708
Commercial other . . 1940 . 216.2
Total direct premiums written _ $262.2 m
Net premiums earned ’ $282.6 $202.2
Expenses
Claims and loss adjustment expenses 1425 160.6
Commissions . i . 62.0 60.5
Premium taxes 10.0 10.7
General expenses 28.1 259

Total expenses 2426 251.7
Underwriting income 5400 $348
Ratios
Claims ratio 50.4% 54.9%
Commissions ratio _ 21.9% _20.7%
Premium taxes ratio 3.6% 3.7%
General expense ratio 10.0% 89%
Combined ratio . 85.9% 88.2%

Direct Premiums Written

Direct premiums written decreased by $9.5 million, or 3.5%, for the quarter after excluding the AGR
business of $15.1 million. The number of insured risks dropped 1.8% from Q1 05.

Net Premiums Eamed
Net premiums earned decreased by $9.6 million, or 3.3%, from Q1 05.

Underwriting Income

Underwriting income from commercial insurance increased $5.5 million in Q1 06 as a result of
2.3 percentage points improvement in the combined ratio. The current accident year loss ratio for Q1 06 is
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5.2% lower than that of Q1 05 due primarily to commercial other, which experienced both lower frequency

and severity compared to Q1 05.

Qur commercial insurance expense ratio was 35.5% in Q1 06 compared to 33.3% in Q1 05 and the

commission ratio increased to 21.9% in Q1 06 from 20.7% in Q1 05.

‘Personal and Commercial Insurance

For convenience, the following table presents the direct premiums written and underwriting income of both

the personal and commercial insurance segment.

{in millions of doltars)

Direct premiums written

Automobile

Personal property and commercial other '
Total direct premiums written

Net premiums eamed

Expenses I
Claims and loss adjustment expenses
Commissions
Premium taxas
General expenses

Total expenses
Underwriting Income

Ratios

Claims ratio
Commissions ratio
Premium taxes ratio -
General expense ratio
Combined ratio

Three months ended

2006

$463.8
348.7

$936.9

557.5
175.3

321
- 821
857.0

59.5%
18.7%
3.5%
9.8%

March 31
2005

$458.5
- 3634

$968.0

566.9
171.9
33.8
80.5

(2]
(%)
0
-

58.6%
17.7%
3.5%
8.3%
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investment Income

The following table presents the results of our investment segment.

(in millions of dollars) _ Three months ended
March 31
2008 2005
Interest income , $42.9 $49.0
Dividend income 33.0 25.7
Other ) : (1.8} (0.9)
Investment income from P&C subsidiaries $741 N 14X
Investment expenses ' (5.8) (5.7)
Investment income from P&C subsidiaries after Investment $68,3 $68.1
expenses

. Investment income is essentially flat in Q1 06 compéred to Q1 05.

Average pre-tax yield on invested assets was 4.8% for Q1 06, the same as Q1 05. The yield for the quarter
was helped by higher dividend income from our comman and preferred share portfolios. Commencing in
2006, these comparative investment yield calculations include only investment assets and cash
equivalents, and exclude bank overdraft balances and miscellaneous income.

Investment expenses totalled $5.8 million in Q1 06, up slightly from Q1 05. These expenses are primarily
asset management charges paid to our in-house investment operations, with an equivalent amount
reported as a negative expense in the corporate and other segment; both entries are eliminated on
consalidation of the financial statements.

Our investment income segment and the above analysis only includes income on investments in our P&C

subsidiaries. Income on investments at the holding company is included in the corporate and other
segment.
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Corporate and Othér

The following table presents the results of our corporate and other segment including the results of our
brokerage operations (Canada Brokerlink and Equisure), our investment management company and inter-
‘company eliminations, primarily commissions and general expenses.

(in millions of doflars) ) - Three months ended
' March 31
2008 2005

Investment income ' $70 $ 27
Commission and advisory fees ) 8.2 116
Revenue . 152 .143
Commissions . . {12.0) (3.4) .
General expenses . 126 129
Interest on debt _ ' ‘ 2.0 2.0
Expenses : . 28 13
Income before Income taxes ' $12.8 $28

Corporate and other revenue increased $0.9 million in Q1 06 over Q1 05, due to increased investment
income of $4.3 million resulting primarily from higher interest income on larger cash balances in the holding
company, offset by lower mutual fund advisory fees.

Commissions expense is negative due to the inter-company eliminations of commissions paid by our
insurance companies to our brokerage companies.

Reallzed Investment and Other Gains

The following table presents realized investment and other gains.'

(in miliions of dollars) ) Three months ended
March 31
: 20086 2005

Realized investment and other gains

Fixed income $ 27.2 $ 108
Equities . 755 309
Other 49 _ 1.0
Total ' £107.6 § 427
After-tax total _ : . § 720 $ 299
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Realized investment and other gains increased $64.9 million Q1 06 over Q1 05. The fixed income gains
were primarily a result of repositioning the fixed income portfolio to reduce the duration as explained below
under “Investments”. The equity gains were a result of more favourable markets and larger equity portfolios.
Total common equity exposure increased 4.0 percentage points from 17.7% at Q1 05 t0 21.7% at Q1 06,
including an increase in the high dividend common share portfolio from 13.8% to 20.5%.

Balance Sheet Analysis

Premiums and Other Receivables

Premiums written are either billed to brokers or billed to policyholders directly. As at March 31, 2008,
premium receivables from brokers stood at $93.8 million and $1,0338. 4 million from policyholders. As at
December 31, 2005, premium receivables from brokers stood at $129.0 million and $1,120.0 million from
policyholders. Premium receivables are lower at March 31, 2006 than at December 31, 2005 due to the
seasbnality of written premiums. :

Other receivables comprised $200.8 million (December 31, 2005: $195.0 million) from the Facility

Association and other industry pools, $43.5 million {December 31, 2005: $31.3 million) from other insurers
and $34.3 million (December 31, 2005: $43.2 million) from other.

Investments
The book value of cash and cash equivalents and investments decreased by $18.5 million, or 0.3%, to -
$7.0 billion during Q1 06. This decrease is primarily due to the payment of profit-sharing commissions to

brokers and bonuses to employees in relation to the Company’s performance in 2005.

The following table presents our cash and invested assets as at March 31, 2006 and December 31, 2005.

(in millions of dollars}) As at March 31, 2006 ’ As at December 31, 2005
' Book value % of BY  Fair value BV % of BV Fair value
(BV)

Cash and cash equivalents | ~ $ 577.6 8.2% $ 5776 § 3411 4.8% $ 3411
Short-term notes 2293 3.2% 2293 440.4 6.2% 440.4
Fixed income securities 3.160.8 44.9% 3,162.2 3,520.8 49.9% 3,595.8
Commercial mortgages " 693 1.0% 74 704 1.0% 73.1
Preferred shares " 1,3074 18.6% 1,360.9 1,257.3 17.8% 1,319.9
Common shares 1,531.9 21.7% 1,683.3 1,266.5 17.9% 14304
Other investments " 167.3 2.4% 167.3 165.6 2.4% 165.6
Total investments and _

cash $7.043.6 100%  $7,252.0 $7.0621 100% $7,366.3
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Our investment objectives remain generally consistent with the objectives presented in the 2005 Annual
Information Form. Beginning in 2008, we broadened our investment strategy by expanding our equity
portfolio, entering into equity linked swap transactions, investing in investment grade international bonds
and using derivatives to support the management of our fixed-income portfolio. As a result of the
repositioning in the fixed-income portfolio and the use of derivatives, the duration of our fixed-income
portfolio has decreased from 6.3 years at December 31, 2005 to 4.2 years at March 31, 2006. The
repositioning of the fixed-income portfolio resulted in increased trading and is a significant component of the
$27.2 million of realized fixed-income gains. During the remainder of the year, this repositioning should
result in lower turnover of the portfolio. '

As at March 31, 2006, the weighted average rating of our fixed-income portfolio was AA and the weighted
average rating of our preferred share portfolio was P2 (ratings are by Standard & Poor’s ("S&P") or
Dominion Bond Rating Services). Approximately $47.1 million of securities with a rating below investment
grade were included in the fixed income and preferred share portfolios at March 31, 2006, compared to
$16.1 million as at December 31, 2005.

Other investments consisted of loans to brokers with a book value of $152.0 million as at March 31, 2006
($151.4 million as at December 31, 2005), and investments in brokerages with a book value of $15.3 million

- as at March 31, 2006 ($14.2 million as at December 31, 2005).

Unpald Claims and Adjustment Expenses |

Unpaid claims and loss adjustment expenses, net of reinsurers’ share (*claim liabilities”) decreased by

"$5.8 million to $3,485.3 miilion in Q1 06.

Claim liabilities, which are measured using accepted actuarial practice, take into account the time value of
money and provisions for adverse deviation. Changes in these estimates will affect the valuation of the -
claim tiabilities. Discount rates are consistent with those used at year-end 2005. The provisions for adverse
deviation were also set on a basis consistent with those used at year-end 2005.

The claim liabilities used in the tables below are taken from the financial statements, are discounted and
include a provision for adverse deviation. The cumulative payments are not discounted and do nat include a
provision for adverse deviation. The net effect of the discount rates and the provision for adverse deviation

"is that booked claim liabilities are slightly higher than undiscounted best estimates (by approximately 2.0%

at year-end 2005).

We have taken the positive claims development for both the current and prior accident years into account in
arriving at our best estimate of claim liabilities. The favourable claims development largely results from cost
containment associated with the automaobile reforms which appear to be sustainable, and continued low
frequency of claims, Both factors have been more favourable than previously anticipated.
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Claims Development

The favourabile claims development of all prior accident years during Q1 06 was $37.1 miillion, or 1.1%,
($68.5 million in Q1 05), with every accident year being favourable. This development came mainly from
automobile insurance in the amount of $35.6 million, including $2.5 million from assumed pools. It includes
favourable development on known cases as well as the favourable impact resulting from the quarterly
reserve analysis. The remaining favourable development came from commercial other in the amount of
$12.6 million. Conversely, we experienced $11.2 million of unfavourable development in personal property.

The following table shows the development of the claim liabilities for the 10 most recent accident years with
subsequent development estimated for each accident year up to March 31, 2006. While we previously
showed the development of Allianz separate from the rest of ING Canada, the table below reflects
development for all our insurance companies, consistent with our basis of presentation going forward. The
original reserve estimates are re-evaluated over time for redundancy or deficiency. This re-evaluation is
based on actual payments in full or partial settlement of claims as well as on current estimates of claim
liabilities for claims still open or claims still unreported.

{in millions of dollars) . Accldent year
2005 2004 2003 2002 2004 2000 1999 1998 1997 1996 & prior-
Reserve originally astimated $1,1188 $1,1177 $673.2 $838.6 $728.0 $655.5 $587.0 .$548.1 © §557.2 . $1,1212
Reserve ro-estimated as of *
One year later - $1,109.7 $ o77.2 $808.4 $848.3 $700.4 $655.4 $580.6 $524.5 $433.9 $1,069.6
Tw;: yoears later 866.3 818.3 848.2 B04.2 696.2 6079 5257 4171 '1 097.8
Thrae years later 815.4 837 803.2 T712.0 637.2 5211 431.5° 1,078.5
Four years later - 830.5 T91.5 705.1 642.8 . 5358 48 ’ 1,037.9
Five years later 785.9 694.7 8443 537.0 430.9 1,028.0
Six years later 6914 ° 830.1 534.4 436.3. 1,028.7
Seven years later ‘ . . 6288 5413 4346 "1,027.2
Eight years later . 5411 433.5 1,0324
Nine yeais later ' 4323 1,0205
Ten years later 1.0208.4
Cumulative deficiancy
{redundancy) 0.0) (151.4)  (157.8) (8.1) 59.9 359 416 7.0 (124.9) {92.8)
(08%  (13.5%  (16.2)% (1.0% 8.2% 5.5% 7.1% (3% (224% (8.3)%
Developrnent during Q1 of
${37.1) miltion 1 s9.0)  ${10.8) $(2.9) $(4.2) $(2.6) $(2.3) $(1.6) $(0.2) $(1.2) $(1.1)
(0.8)% {1.0% {0.3)% (0.5)% (0.4)% (0.5)% (0.3)% 0.0% ©.2)% (0.1)%
~last diagonal as of March . ' : : '
2006

Cumulatively, we have experienced favourable development for accident years 2005, 2004, 2003, 2002,

1998, 1997, 1996 and prior years and unfavourable development for accident years 2001, 2000 and 1999.
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In the years in which unfavourable development occurred, the overall P&C insurance industry had similarly
poor development. This negative development was mainly caused by unexpected changes in claim

patterns, in particular in automobile insurance claims in Ontario.-

Reinsurance

Policy liabilities ceded to reinsurers were $321.9 million at March 31, 2006 and $347.8 million at .
December 31, 2005. Policy liabilities include unearned premiums and unpaid claims and adjustment
expenses. At March 31, 2006, 15.6% (December 31, 2005: 17.7%) of the reinsured policy liabilities were to
ING Re, an affiliate. We also have reinsurance treaties with a number of unaffiliated reinsurers of which
substantially all meet our financial strength rating requirements. '

In 20086, for multi-risk events or catastrophes, our retention is $25.0 million with a reinsurance coverage limit
of $1.25 billion. We retain 20.25% of the exposure between $25.0 million and $50.0 million, 10% of the
exposure between $50.0 million and $100.0 million, and 9.5% of the exposure between $100.0 million and
$600.0 million. For 2005, our retention was $17.5 million with a coverage limit of $1.2 billion and 10%
retention of the exposure between $25.0 million and $600.0 million. .

Following industry practice, our reinsurance recoverables with licensed Canadian reinsurers

(March 31, 2006: $248.2 million; December 31, 2005: $264.5 million) are generally unsecured because
Canadian regulations require these reinsurers to maintain minimum asset and capital balances in Canada
to meet their Canadian obligations, and policy liabilities take priority over a reinsurer's subordinate creditors.
‘Reinsurance recoverables with non-licensed reinsurers are secured with cash, letters of credit and/or
assets held in trust accounts. The Company was the assigned beneficiaty of such trust accounts from
unlicensed reinsurers totalling $98.0 million at March 31, 2006 {December 31, 2005: $98.4 million) in
support of policy liabilities of $73.8 million at this same date (December 31, 2005: $83.3 million). At

March 31, 20086, these amounts included $73.2 million (December 31, 2005: $74.3 million) from an afflliated
reinsurer which related to policy liabilities of $50.3 million (December 31, 2005: $61.6 million). We can use’
these trust accounts if the reinsurers are unable to meet their obligations.

Share Capital

As of May 11, 2008, there were 133.7 million common shares and one Special Share issued and
outstanding. The Special Share is convertible into one common share. ING Groep N.V. (ING Groep} holds
70% of the issued and outstanding common shares and the Special Share.

A Long-Term Incentive Plan was implemented for certain employees commencing 2005. Under this plan,
these employees are awarded performance units as a portion of their compensation. Each award vests at
the end of a three-year performance cycle. The actual award varies based on a performance target driven
by comparing the Company's three-year average return on equity relative to that of the Canadian property
and casualty insurance industry. The actual award may only be in common shares. Accordingly, this type of .
compensation is recognized as an expense with a corresponding increase to contributed surplus, The
Company re-estimates the number of performance units that are expected to vest at each reporting period.
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The estimate at March 31, 2006 was 176,866 units for the 2006-2008 performance cycle with a per unit fair
value at grant date of 36 dolflars and 79 cents and 363,700 units for the 2005-2007 performance cycle with
a per unit fair value at grant date of 26 dollars and 30 cents. At the time of the actual award, the Company
intends to purchase shares in the market In an amount equal to the number of vested shares.

Liquidity and Capital Resources
We continue to enjoy high liquidity and a strong capital base.

Liquidity

Net cash used in operations was $101.1 million in Q1 06 compared to $125.8 million in Q1 05. Our total
cash and cash equivalents were $577.6 million at March 31, 2006. The company entered into an agreement
during the quarter to sell certain office buildings and to lease back these buildings for a term of 20 years.
The proceeds of this transaction increased cash by $29.8 million.

No significant capital expenditures are currently planned.

We have an unt.:ommitted revolving credit facility of $50.0 million with the Royal Bank of Canada, which was -
undrawn at March 31, 2006.

Our outstanding debt of $12PT.O million, owed to an affiliate, matures in August 20086.

Capltal

The Company has sufficient capital to support business growth with our insurance subsidiaries having
capital of $650.9 million in excess of the minimum supervisory target of 150%, as calculated under the
Minimum Capital Test (MCT) at March 31, 2006 (December 31, 2005; $718.0 million). The decrease in the
MCT is primarily due to the decrease in net unrealized gains. Because we manage our companies as a
group, we report our combined capital position but we also ensure that each insurance company meets all
regulatory requirements including the MCT. Our insurance companies are parties to a participation

. agreement which combines the underwriting results of all the companies with the outcome that each

company has a proportion of underwriting results, and the loss ratio and expense ratio are the same for
each company.

23




companies.

MINIMUM CAPITAL TEST (MCT) - P&C COMPANIES

{in millions of dollars) ING Nordic ING Belair Allilanz Trafalgar
Insurance Insurance Novex Ins Insurance Insurance Insurance Total

At March 2006
Total capital available (] ' 9987 B648.7 435 243.3 3293 531 2,3158
Total capital required bl 556.2 268.1 13.5 787 175.3 . 180 1,108.8
Excess capital {a] - (b 4435 3786 300 184.6 154.0 35.1 * 1,205.8
MCT % [a] / [b) 179.7% 241.2% 323.6% 309.3% 187.9% 294.5% 208.7%
Excess at 150% 165.4 2445 2323 125.2 66.4 26.1 650.9

Al December 2005
Total capital avaitabla [a] 1,028.7 8549 43.0 233.4 T 3421 .51.9 2,354.0
Total capital required (bl . 5466 248.2 14.2 826 1816 174 1,090.6
Excess capital {a] - (b] 482.1 406.7 287 150.8 160.5 34.5 1,263.3
MCT % [al/(b] 188.2% 263.8% 302.2% 282.6% 186.4% ' 208.5% 215.8%
Excess at 150% 208.8 2826 216 109.5 69.7 25.8 7180

The total amount of dividends available for payment from our subsidiaries during 2006 is $405.3 million plus
any 2006 eamings. This amount is calculated based on dividend restrictions under applicable insurance
laws but is subject to MCT limitations. '

The Board of Directors of the Company declared quarterly cash dividends of 25 cents per common share
for a total amount of $33.4 million, which was paid on March 31, 2006 to shareheolders of record on
March 15, 2006.

In September 2005, ING Canada filed a short-form base shelf prospectus allowing the Company to offer a
total of up to $1.0 billion in any combination of debt, preferred or common shares securities over a
25-month period. No debt, preferred, or common shares have been issued under this prospectus.

ING Canada's insurance subsidiaries have a financial strength and long-term counterparty credit rating of
A+ from Standard & Poor's. The ING Canada group of companies enjoy a financial strength rating of A+

from A.M. Best and ING Canada Inc. holds a senior unsecured debt rating of A (low) from Dominion Bond
Rating Service.

N
. |
The following table presents the minimum capital test (MCT) of our insurance subsidiaries with a total for all .’ ‘



Transactions with Related Parties .

We have ongoing transactions with related parties. These transactions consist mostly of (1) management
and advisory services provided by ING Groep and affiliated companies, (2) reinsurance by an affiliated
company and (3) financing by ING Groep. These transactions are carried out in the normal course of
operations and are measured at the amount of consideration paid or received as established and aQreed by
the related parties. We believe that such exchange amounts approximate fair value.

In-addition, we.have related party transactions with investees accounted for as long-term investments. These
transactions consist of loans and commission expenses.

Note 5 to the accompanying interim consolidated financial statements (unaudited) provide additional
information on related party transactions. '

Risk Management

As a provider of insurance products, risk management is necessary to protect the interests of both our
customers and our shareholders. We are exposed to potential loss from various market risks, including
interest rate risk, equity market fluctuation risk, credit risk, liquidity risk, and to a lesser extent, foreign
currency risk and derivative risk. We described these risks on pages 36 to 38 of our 2005 Annual Report.
These risks remain the same in 2006. ’

Critical Accounting Estimates and Assumptions

Our critical accounting estimates and assumptions were disclosed on pages 38 to 40 of our.2005 Annual

Report. There are no new critical accounting estimates or assumptions. These estimates and assumptions

are mainly about (1) reserves for claims and expenses, (2).impairments of investment securities,

(3) amounts recoverable from our reinsurers, (4) goodwill and (5) income taxes. The above noted estimates
and assumptions (1), (3) and (4) will impact the personal insurance and commercial insurance segments,
(2) will impact the realized investment and other gains and (4) will also impact the corporate and other
segment.

These estimates and assumptions may be updated based on new information and could therefore change
and affect future results.
Accounting Policies Update

Derivative financial instruments are used for risk management purposés. Their usage was expanded in
2006. The Company uses currency swaps and forwards, and total return swaps. These are held to mitigate

fofeign exchange and market risks. interest rate futures and options are also now held for trading purposes.’




Going forward, the Company is now applying hedge accounting, for certain new hedging instruments,
when requirements of the Canadian Institute of Chartered Accountants (CICA) Handbook Accounting
Guideline 13 “Hedging Relationship” are met.

Where hedge accounting is used, the foliowing applies:

(i} The Company formally documents all relationships between hedging instruments and hedged items, as
well as its risk management objective and strategy for undertaking its hedge transactions. The Company
also formally assesses, both at inception and on an ongoing basis, whether the derivative financial
instruments that are used in hedging transactions are effective in offsetting changes in fair values or cash
flows of hedged items.

(ii) Currency swaps are used to manége exchange risk related to certain investments in U.S. dollars. These
derivative financial instruments are recognized at cost and foreign exchange gains and losses related to the
hedged items are not recognized until they are settled.

(iii) Hedge accounting is discontinued prospectively when the derivative financial instrument no longer
qualifies as an effective hedge or the derivative is terminated or sold. The fair value of the derivative
financial instrument is then accounted for and the related gain or loss is deferred to be included in the
consolidated statements of income during the periods in which the hedged item affects eamings. Should
the hedged item cease to exist, the gains or losses deferred unti! then are immediately charged to income.

When hedge accounting cannot be used, derivative financial instruments are recognized at their fair value,
with changes in the fair value reflected in the consolidated statements of income during the period in which
they arise. '

The fair value of derivative financial instruments is based on the quoted market value at the balance sheet
closing date. In the absence of this information for a given instrument, different valuation models recognized
by financial markets are used to estimate such fair vatue.

Recent Developments

On April 1, 2006, ING Canada acquired Grey Power Insurance Brokers Inc. (GPIBI) of Stouffville, Ontaric.
With approximately $68.0 million in annual premiums, GPIBI is the largest member in the Grey Power
network, accounting for about 50% of its business volume. The Grey Power network is dedicated to serving
the home, automobile and travel insurance needs of those 50 years of age and older. The Grey Power
network consists of eight separate brokerages with a total of 14 offices in Alberta, Ontario and Nova Scotia.
Grey Power insurance products are underwritten by the Trafalgar Insurance Company of Canada, which
ING Canada acquired as part of its acquisition of Aflianz Canada in 2004. With its acquisition of GPIBI, ING
Canada now owns four of the eight Grey Power brokerages. ' ' '

On April 1, 2006, Allianz Insurance Company of Canada and The Nordic Insurance Company of Canada,

both insurance subsidiaries of ING Canada, amalgamated under the name of The Nordic Insurance
Company of Canada. The companies had previously announced their intention to amalgamate on

" February 20, 2006. '
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The amalgamation of the two companies is part of ING Canada’s integration of Allianz Canada and it is not
expected to impact customers or brokers. Since the acquisition, custamers of Allianz Insurance Company of
Canada have been offered insurance and have had their claims serviced by ING Canada’s insurance
companies, and this will continue to be the case.

Cautionary Note Regarding Forward-Looking Statements

Certain statements in this report about our current and future plans, expectations and intentions, results,
levels of activity, performance, goals or achievements or any other future events or developments are
forward-looking statements. The words "may,” "will,” "would,” "should,” "could,” "expects,” "plans,” "intends,”
"anticipates,” "believes,” "estimates,” "predicts,” "likely” or "potential” or the negative or other variations of
these words or other similar words or phrases identify such forward-looking statements.

Forward-looking statements are based on estimates and assumptions made by us based on our experience
and view of historical trends, current conditions and expected future developments, as well as other factors
that we believe are appropriate in the circumstances. Many factors could cause our actual results,
performance or achievements or future events or developments to differ materiaily from the forward-looking
statements. These factors include, without limitation, the following: our ability to implement our strategy or
operate our business as we expect; our ability to accurately assess the risks associated with the insurance
policies that we write; unfavourable capital market developments or other factors which could affect our
investments; the cyclical nature of the P&C insurance industry; our ability to accurately predict future claims
frequency; government regulations; litigation and regulatory actions; periodic negative publicity regarding
the insurance industry; intense competition; our reliance on brokers and third parties to setf our products;
our ability to successfully pursue our acquisition strategy; the significant influence of ING Groep; our
participation in the Facility Association (a mandatory pooling arrangement among all industry participants),
terrorist attacks and ensuing events; the occurrence of catastrophic events; our ability to maintain our
financial strength ratings; our ability to alleviate risk through reinsurance; our ability to successfully manage
credit risk; our reliance on informaticn technology and telecommunications systems; our dependence on
key employees; general economic, financial and political conditions; our dependence on the resuits of
operations of our subsidiaries; the limited trading history of our common shares; the volatility of the stock
market and other factors affecting our share price; and future sales of a substantial number of our common
shares. These factors should be considered carefully, and readers should not place undue reliance on our
forward-looking statements. We have no intention and accept no responsibility to update or revise any
forward-looking statements as a result of new information, future events or otherwise, except as required by
law. '
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ING Canada Inc.

| : '
;:ONSOLIDATED BALANCE SHEETS (unaudited)

{in thousands of dollars)

‘ As at
March 31 December 31
2006 2005
i
"Assets
Cash and cash equivalents $ 577,640 $ 341,138
Investments (note 2) 6,466,085 6,720,965
Accrued investment income 48,406 50,100
Due from affiliated companies {note 5) . 8,928 230
IPremium and other receivables 1,410,516 1,518,511
lReinsurers' share of unpaid claims and loss adjustment expenses {note 4) 303,276 330,519
''Reinsurers’ share of uneamed premiums (note 4) 18,635 17,279
tDeferred acquisition costs 356,126 381,992
" Income taxes recelvable 83,059 55,684
iI|Other assets 201,795 182,119
Long-term investments 42,738 41,587
' Future income tax assets 120,579 141,101
" Intangible assets 36,083 36,948
‘Goodwill 108,461 108,362
| $ 9,782,327 _$ 8,926,535
e' -
|Liabilities
“Payables and other liabilities _, $ 723,402 $ 815674
Due to affiliated companies {note 5} 664 2,968
Hincome taxes payable 47,994 67,705
Unpaid claims and loss adjustment expenses (note 4) 3,788,539 3,821,609
’Unearned premiums (note 4) 2,044,666 2,194,837
Unearned reinsurance commissions 4,040 4129
Debt outstanding 127,000 127,000
‘ 6,736,305 _ 7,033,922
Shareholders’ equity
1133,732,000 common shares and 1 Special Share 1,183,846 1,183,846
Contributed surplus 90,653 89,713
- Retained eamings - 1,771,623 1,619,054
3,046,022 2,892,613
$ 9782327 $ 9,926,535

]
.

iSee accbmpanying notes to interim consolidated financial statements
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ING Canada Inc.

INTERIM CONSOLIDATED STATEMENTS OF INCOME (unaudited)
(in thousands of dollars except for per share amounts)

For the three months ended

March 31
2006 2005
Direct premiums written ' $ 812,513 $ 821,911
Net premiums written $ 785,359 "~ § 777428
Revenue
Net premiums earned ' ) $ 936,888 $ 968,003
Investment income ’ 81,088 _ 76,461
Net realized investment and other gains ] ) 107,677 42739
Commission and advisory fees ) 8,183 11,646
) 1,133,836 1,098,849
Expenses
Claims and loss adjustment expenses . , 557,486 566,864
Commissions {note 5) . 163,343 168,481
Premium taxes 32,067 33,831
General expenses 110,520 _ 99,060
863,416 868,236
Interest on debt outstanding ' 1,891 - 1,991
Income before income taxes 268,429 228,622
Income taxes {note 6) 82,527 70,133
Net income ~$ 185902 $ 158,489
Basic and diluted eamings per share 7 $ 1.39 $ 1.18
Basic and diluted average number of common shares (in thousands) - 133,732 132,976

See accompanying notes to interim consolidated financial statements

30




1!NG Canada Inc.

,[NTERIM CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY (unaudited)

][m thousands of dollars)

i

For the three months ended

March 31
. ‘ 2006 2005
I
Share capital
'| Balance, beginning of period $1,183,846 $ 1,052,290
| Common shares issued - 136,032
Share issuance costs, net of income taxes - {4,476)
Balance, end of period 1,183,846 1,183,846
! :
| Contributed surplus
I .
| Balance, beginning of period 89,713 83,336
.I Stock-based compensation (note 8) 940 300
: Balance, end of period 90,653 83,636
i .
!
. .
i Retained earnings
'Balanqe_, beginning of period 1,619,054 923,983
,Net income 185,902 158,489
Dividerids paid (33,433) (21,731)
{Balance, end of period 1,771,523 1,060,741
" Total shareholders’ equity $ 3,046,022 $2,328,223

iSee accompanying notes to interim consolidated financial statements
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ING Canada Inc.

INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS (unaudited)
(in thousands of dollars)

For the three months ended

March 31
2006 2005

Operating activities
Net income $ 185,902 $ 158,489
Adjustments to determine cash provided by operating activities:

Urnearned premiums and unpaid claims and loss adjustment (157,354) (153,970)

expenses, net

Net realized investment and other gains (107.677) (42,739)

Deferred acquisition costs, net 25777 30,486

Future income taxes 20,451 24,693

Amortization 3,287 8,398

Other, net o (115) (279)

Changes in other operating assets and liabilities (71,412) (150,843)
Cash used in operating activities (101,141) (125,765)
Investing activities
Proceeds from sale of investments {note 11) 6,318,233 2,972,201
Purchase of investments (note 11) (5,959,122) (2,720,367}
Proceeds from sale and leaseback of property 29,803 -
Purchase of property and equipment and other, net (17,838} (5,620)
Cash provided by investing activities 371,076 246,304

!

Financing activities
Dividends paid (33,433} (21,731)
Proceeds from capital issuance - 136,032
Debt repayment - (129,230)
Share issuance costs - (6,802)
Cash used in financing activities (33,433) (21,731)
Net increase in cash and cash equivalents 236,502 98,808
Cash and cash equivalents, beginning of period 341,138 82473
Cash and cash equivalents, end of period $ 577,640 $ 181,281
Supplemental cash flow information:
tncome taxes paid $ 109225 $ 164,470
Interest paid on debt outstanding - 3,881 3,981

~ See accompanying notes to interim consolidated financial statements
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I!'NIG Canada Inc.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited)

{in thousands of dollars)

1.

Basis of presentation

These unaudited interim consolidated financial statements have been prepared in accordance with Canadian
generally accepted accounting principles ("GAAP") for interim financial statements and do not include all the
information required for complete financial statements. Except as described below, these interim consolidated
financial statements use the same accounting policies as were used for the Company's consolidated financial
statements for the year ended December 31, 2005 and should be read in conjunction with the Company’s annual
consolidated financial statements for the year then ended.

Accounting policy for derivative financial instruments

Derivative financial instruments are used for risk management purposes. Their usage was expanded in 2006,
The Company uses currency swaps and forwards, and total return swaps. These are held to mitigate foreign
exchange and market risks. Interest rate futures and options are also now held for trading purposes.

Going forward, the Company is now applying hedge accounting, for certain new hedging instruments, when
requirements of the Canadian Institute of Chartered Accountants (CICA) Handbook Accounting Guideline AcG-
13 “Hedging Relationship” are met.

Where hedge accounting is used, the following applies:

(i) The Company formally documents all relationships between hedging instruments and hedged items, as well
as its risk management objective and strategy for undertaking its hedge transactions. The Company also
formally assesses, both atinception and on an ongoing basis, whether the derivative financial instruments that
are used in hedging transacllons are effective in offsetting changes in fair values or cash flows of hedged
items,

(i) Currency swaps are used to manage exchange risk related to certain investments in U.S. dollars. These
derivative financial instruments are recognized at cost and foreign exchange gains and losses related to the
hedged items are not recognized until they are settled.

(iil) Hedge accounting is discontinued prospectively when the derivative financial instrument no longer qualifies
as an effective hedge or the derivative is terminated or sold. The fair value of the derivative financial instrument
is then accounted for and the related gain or loss is deferred to be included in the consolidated statements of
income during the periods in which the hedged item affects earnings. Should the hedged item cease to exist,
the gains or losses deferred until then are immediately charged to income.

When hedge accounting cannot be used, derivative financial instruments are recognized at their fair value, with
changes in the fair value reflected in the consolidated statements of income during the period in which they
arise.

The fair value of derivative financial instruments is based on the quoted market value at the balance sheet
closing date. In the absence of this information for a given instrument, different valuation models recognised by
financial markets are used to estimate such fair value.

Use of estimates
The preparation of interim financial statements in accordance with Canadian GAAP requires management to

make assumptions and estimates that affect the reported amounts of assets and liabilities at the dates of these
interim consolidated financial statements, the reported amounts of revenue and expenses for the periods, as well

" as the disclosure of contingent assets and liabilities. These estimates are subject to uncertainty. Changes in

estimates are recorded in the accounting period in which these changes are determined.
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ING Canada Inc.
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited)
(in thousands of dollars) . ' .’
2. Investments : .
Tables 2.1 and 2.2 reflect the Company’s investments. Fixed income secuntles and preferred shares are classified
by mvestment grade and type of issuer.
Tahle 2.1 As st March 31, 2008
Book Fair . Gross Gross -
value value unrealized gains unrealized losses
Short-term notas $ 2037 $ 220317 $ - s -
Fixed Income securitles ™
Investment grade
Govemment and government-guaranteed 1,913,154 1913844 10,778 10,083
Corporata 975,522 " 978,308 9,687 T 8813
Asset-backed . 268,148 267,036 665 1,775
Below investment grade . : 3,983 2,968 . 1,015
Total fixed Income sscurities 3,160,802 3,162,154 21,138 19,788
Mortgage loans 69,267 71,443 2,176 -
Preforrod shares '
Investment grade " 1,264,308 1,314,887 58,259 7678
Below investment grade ' 43,110 45,980 3,167 288 -
Total preferred shares 1,307,416 1,360,876 61,426 7.966
Common shares 1,531,930 1,683,289 170,739 19,380
Other investments . ) 167,353 167,353 - -
" $6,465,085 $ 6,674,432 $ 255479 $ 47,132
Table 2.2 As at December 31, 2005
Book Falr - Gross -+ Gross .
value value unrealized gains unrealized losses
Short-term notes . § 440435 § 440435 $ . :
Fixad income securities ™ ' : )
Investmant grade
Govemment and govemment-guaranteed 2,043,548 2,091,519 52,545 4,574
Corporate 1,147,059 1,172,535 20,565 3,089
Assat-backed 26,174 327,780 . 2910 1,304
Balow investment grade 3.883 2,950 - . 1,033
Total fixed Income securttios ' 3,520,764 3,595,784 85,020 40,000
Mortgage loans 70,347 73,108 2,761 -
Proforred shares
Investment grade o 1,245147 1,304,977 65,306 5446
Below investment grade 12,149 14,805 2,706 40
Total prefarred shares 1,257,266 1,319,882 68,102 - 5,486
Common shares 1,286,550 1430440 183,641 19,751
Other investments . ' 165603 - 165,603 . - -
$ 6,720,965 $ 7,025,252 $ 339,524 $15237
(a) Fixed income securities include private placements with a book value of $82490 at March 31, 2006 .’
(December 31, 2005 - $31,618) and a fair value of $81,827 at March 31, 2006 (December 31, 2005 -.
$30,081).
34




o
ING Canada Inc.

NbTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS {unaudited)

. (in thousands of dollars)

2,

Investments (continued)

The Cofnpany has investments in certain common shares and income trust units pursuant to a market neutrat
strategy. The objective of this strategy, which consists of having both long and short equity positions, is to

maximize the value added from active management. Long and short positions are accounted for at cost Long
positions are included in “investments®. Short positions are presented as cther liabilities.

1

Table 2.3 summarizes the Company's long and short positions pursuant to the market neutral strategy.

Table 2.3 ’ As at March 31, 2008 As at December 31,2005
Book Fair Book Fair
value value value value :
Long posttions $ 50,699 §g7,002 $ 30,401 $34,180 i
Short positions 88,355 97,338 - 30,233 34,220

The Company provides collateral for securities borrowed and delivered pursuant to the sale of short securities.

~ At March 31, 2008, the book value of the collateral was $98,155 (December 31, 2005 - $32,041).

To assess impairment, management reviews available current information for investments with fair values below
their book values to ascertain whether the book values are expected to be recovered. The impairment losses
recorded for the three months ended March 31, 2006 were $2,864 (nil for the three months ended
March 31, 2005). :

Derivative financial instruments

Table 3.1 summarizes the fair value of the derivative financial instruments used by the Company.

Table 3.1 As at March 31, 2008 As at December 31, 2005
Positive Negative Net Positive Negative Net -
fair value fair value fair value tair value
Held for nontrading purposes
Where hedge accounting is applied C - )
Currency swaps 5 - $ ©28 $ (926) L $ - 5 -
Where hedge accounting is not applied
Foreign exchange contracts
Currancy forwards purchased 39 - 39 - 18 {18)
Currancy forwards sold - 83 {83) 88 - 88
Currency swaps ’ 2,918 - 2918 3,003 - 3,003
Equlfy linked dertvative contracts .
Total retum swaps - 1,028 (1,028) - ] - -
Hold for trading purposes
Interest rate contracts .
QOptions purchased 833 . - 81 - - -
Options written - 655 (655) - - . -
- $3.790 $2693 ‘ $1,097 $ 3,089 $18 3307
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ING Canada Inc.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS {unaudited)
(in thousands of dollars)

3.

Derivative financial instruments {continued}

Table 3.2 summarizes the notional amount of the derivative financial instruments used by the Company by term of

maturity.
Table 3.2 As at March 31, 2006 As at December 31, 2005
COneyearor Ons yearto Over five Oneyearor  One yearto Qwer five
less fiva years yoars Total less five yoars years - Total
Held for non-trading purposes
Where hadge accounting is applied )
" Cufrency swaps ' $ - L J $51,391 $ 51,39 $ - s - $ $ -
Where hedge acbounting is not appliod
Foreign exchange contracts .
Currency forwards purchased 12,418 - - 12,418 5022 - - 5922
Currency forwards soid 26,512 - - 26,512 28,605 - - 28,605
Currency swaps 4,320 1,718 8,504 14,542 4,320 1,718 8,504 14,542
Equity linked derivative contracts . . :
Total retum swaps 400,121 - - 400,121 - - . .
Held for trading purposas
Interest rate contracts
Options purchased 1,184,129 - - 1,184,129 - - - -
Cptions written 836,349 - - 835,349 - - - -
Futures bought 600,000 - - 600,000 - - - -
Futures sold i 300,000 - - 300,000 - - - -
$ 3,363,849 $1.718 § 50,805 § 3,425 462 § 38,847 $1718 $8504 $ 49069

Policy liabilities

Policy liabilities are established to reflect the estimate of the full amount of all liabilities associated with the
insurance policies at the consolidated balance sheet dates, including claims incurred but not reported. The
ultimate cost of these liabilities will vary from the best estimate made for a variety of reasons, including additional

information with respect to the facts and circumstances of the claims incurred.

Table 4.1 presents unpéid claims and loss adjustment expenses.

" Table 4.1 ’ As at March 31, 2006 As at December 31, 2005
Direct Ceded Direct Ceded

Auto: kability $ 1,755,549 $ 40,511 $1,754,126 $ 42401
Autto; personal accident 715,222 25,683 717,743 29,557
Auto; other . 71,603 ) 843 86,594 o924
Property 485,634 117,600 504,521 136,948
Liability 756517 - 117,765 754,257 119,636
Other 4014 868 4,358 853

$ 3,788,539 $ 303,276 $ 3,821,609 § 330,519
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ING Canada Inc.

N:OTES TO INTERIM CONSQLIDATED FINANCIAL STATEMENTS (unaudited)
{in thousands of dollars)

4.

Policy liabilities (continued)

Unpaid claims and loss adjustment expenses are first determined on a case-by-case basis as claims are reported
and then reassessed as additional information becomes known. Included in unpaid claims and loss adjustment
expenses is a provision to account for the future development of these claims including claims incurred but not
reported, as well as a provision for adverse deviations, as required by accepted actuarial practice |n Canada.
Unpaid claims and loss adjustment expenses are discounted to take into account the time value of money

In estlmatlng unpaid claims and loss adjustment expenses, standard actuarial techniques are usgd. These
techniques are based on historical loss development factors and payment pattems. They require the use of
assumptions such as loss and payment development factors, future rates of claims frequency and severity,
inflation, reinsurance recoveries, expenses, changes in the legal environment, changes in the regulatory
environment and other matters, taking into consideration the cwcumstances of the Company and the nature of
the insurance policies.

Table 4.2 presents the unearmned premiums, !

Table 4.2 ) As at March 31, 2006 As at Decamber 31, 2005
Direct Ceded Direct Ceded

Auto: fiabity $ 535039 $ &1 $ 572700 I
Auto: personal accident 170,650 51 186,665 60
Auto: other - 491,349 3 520,354 7
Property 673,383 3,153 730,388 3,680
Liablity 151,649 5,386 158878 3,233
Other 22,596 9,403 25,858 9,847

$ 2,044,666 $18,635 § 2,194,837 $17.219

Uneamed premiums are calculated on a pro rata basis from the unexpired portion of the premiums written. The
unearned premiums estimate is validated through standard actuarial techniques to ensure that these premiums
are sufficient to cover the estimated future costs of servicing these policies and related claims. In estimating these -
costs, the Company uses discounting techniques to take into account the time value of money and a provision for
adverse deviations is added to the discounted amount..There was no premium deficiency at the consolidated
balance sheet dates.

The Company estimates that the fair value of unpaid claims and loss adjustment expenses, as well as the fair
value of unearmed premiums, approximate their book values.
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ING Canada Inc.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited})
(in thousands of dollars)

5. Related party transactions

The Company enters into transactions with the controlling shareholder, ING Groep, and entities that are subject to
common control or management. These {ransactions consist of reinsurance, management and advisory
expenses, financing charges, as well as advisory fee income. These fransactions are carried out in the normal
course of operations. Accordingly, they are measured at the amount of consideration paid or received established
and agreed to by the related parties and are settled on a regular basis.

Table 5.1 summarizes the impact of reinsurance ceded to enfities that are subject to common control or
management on the interim consolidated statements of income.

Table 5.1 . For the three months ended March 31

2008 2005
Ceded premiums eamed $ 4,907 $12,609
Caded daims and loss adjustment expenses. 454 6,434
Logs before income taxes $4.453 . . $8175

Table 5.2 summarizes the other types of transactions with entities that are subject to common control or

management.
Tabla 5.2 ) For the thrae months ended March 31
2006 - 2008
Advisory fea income i $ 176 $2,341
Management and advisory expensas 4,388 4,240
Interast expense 1,991 1,991

Table 5.3 summarizes the Company's balances with entities that are subject to common control or management.

Table 5.3 As at March 31, 2006 As at Decomber 31, 2005

Reinsurance receivable $ (8.928) ' $ (230)

Interest and other payables . 664 2,968
$ (8.264) $2,738

The Combany enters into transactions with investees presented as long-term investments. Significant balances
and transactions with these investees consist of loans, which are classified as investments, of $64,701 as at
March 31, 2006 ($63,386 as at December 31, 2005) and commission expense of $7,226 for the three months
ended March 31, 2006 ($6,568 for the three months ended March 31, 2005).
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ING Canada Inc.

NDTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS {unaudited)
(In thousands of dollars)

I
6.

Income taxes

Table 6.1 explains the difference, expressed in percentage terms, between the income tax expense and the
amount that would have been computed if the federal and provincial statutory tax rates had been applied to
income before income taxes:

Table 6.1 For the three months ended March 31
2008 2005
% %
Income tax expense calculsted at statutory tax rates M5 ' 34.2
Increass (decraase) in incone tax rates resulting from:

" Non-taxable dividends (3.6) (34)
Non-deductible expenses 03 07
Non-taxable portion of capitat gains {0.6} {0.9)
Other, nat 0.1 0.1

Effective income tax rate 30.7 30.7

Employee future benefits

. The Company recorded defined benefit pension expense of $61 for the three months ended March 31, 2006

(income of $726 for the three months ended March 31, 2005). For the defined contribution plans, the expense
and the employer contributions were $319 for the three months ended March 31, 2006 {$585 for the three months
ended March 31, 2005).

For other retirement plans offering life insurance and health benefits to retirees, which are closed to active
employees, the Company recorded an expense of $178 for the three months ended March 31, 2006 ($217 for
the three months ended March 31, 2005).

Stock-based compensation

A Long-Term Incentive Plan was implemented for certain employees commencing 2005. Under this plan, these
employees are awarded performance units as a portion of their compensation. Each award vests and pays out
at the end of a three-year performance cycle. The actual award varies based on a performance target by
comparing the Company'’s three-year average retumn on equity relative to that of the Canadian property and
casualty insurance industry. The actual award may only be in common shares. Accordingly, this type of
compensation is recognized as an expense with a corresponding increase to contributed surplus. The Company
re-estimates the number of performance units that are expected to vest at each reporting period. As at
March 31, 2006, the estimate is 176,866 units for the 2006-2008 performance cycle with a per unit fair value at
grant date of 36 dollars and 79 cents and 363,700 units for the 2005-2007 performance cycle with a per unit fair
value at grant date of 26 dollars and 30 cents. ‘

At the time of the payout, the Company intends to purchase shares in the market in an amount equal to the
number of vested shares.

The amount charged to compensation expense for this plan was $940 for the three months ended March

- 31, 2006 ($300 for the three months ended March 31, 2005). The expense is based on the fair value of the

awards at the dates of the grants and represents management's estimate of the payout by reference to the
achievement of an expected performance target.
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ING Canada Inc.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited)
{in thousands of dollars)

9. Segmented information

The Company's core business activity is property and casualty ("P&C") insurance. P&C operations include two
manufacturing segments and the investment segment. The manufacturing segments are personal lines and
commercial lines. Classes in the personal lines segment include automobile and property. Classes in the
commercial lines segment encompass commercial property and liability, automobile, surety, marine, as well as
niche products that are targeted towards limited markets requiring specialized underwriting and claim settlement.
The effect of reinsurance is reflected in the revenue and results of the manufacturing segments. The investment
activities consist of managing the investment portfolio for the Company’s P&C insurance subsidiaries. Investment
income is shown net of investment expenses. Non P&C segments include corporate and other activities, as well as
realized investment and other gains. Corporate and other activities include the results of the Company brokerage
operations including related long-term investments, the Company’'s investment management company and
intercompany eliminations consisting primarily of commissions and general expenses with the Company’s P&C
operations as well as non-recurring items such as acquisitions whose effects are not allocated to any other
segment.

For the three months ended March 31

Table 9.1

2005

Revenue
Net premiums eamed

Personal insurance $ 654,267 $ 675778
Commercial insurance 282,621 292,225
Investments 74,108 73,783
Total P&C Insurance 1,010,996 1,041,786
Corporate and other. 15,163 14,324
Realized investment and other gains 107,677 42,739
Total revenue $ 1,133,836 $ 1,098,849
Income before income taxes
Underwriting income
Personal insurance $ 39,986 $ 80,402
Commercial insurance 39,953 34,542
Investments 68,265 68,142
Total P&C insurance 148,204 183,086
Corporate and cther 12,548 2,797
Realized investment and other gains 107,677 42,739
Total income before income taxes $ 268429 $ 228,622
As at
March 21, 2006 December 31, 2005
Assets
P&C insurance ™ $ 8,818,541 $ 9,066,267
Corporate and cther ® 963,786 850,268
Total assets $ 9,782,327 $ 9,926,535
For the three menths | For the year ended
anded Decamber 31, 2005

March 31, 2006

Increase of goodwill

P&C insurance $ - -
_ Corporate and other 99 - 17,246
Total increase of goodwill $ 99 $ 17,246

(é) Includes goodwill of $74,411 at March 31,2006 and December 31, 2005
(b} Includes goodwill of $34,050 at March 31,2006 ($33,951 at December 31, 2005)




ING Canada Inc.

! ' . '
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited).

|
(in thousands of dollars)

115. Subsequent even

’ .

Effective April 1%, 2008, the Company has acquired 100% of the outstanding shares of Grey Power Insurance
Brokers Inc. for an approximate cash consideration of $32,000. The net assets acquired mainly include intangible
assets (customer lists and relationships) and goodwill.

11. Comparative figures

In 2005, the Company changed its definition of cash equivalents. As at March 31, 2005, such change resulted in a
| reclassification of $176,612 between cash equivalents and investments. Interim consolidated statements of cash
flows for the three months ended March 31, 2005 was changed accordingly by a decrease of amortization of net
1 premiums on fixed income securities of $1,387 and by an increase of proceeds from sale of investments and of
i purchase of investments respectively of $687,720 and $588,205.

Certain other comparative figures have been reclassified to conform to the presentation adopted in the current
period.
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ING Canada Inc. (TSX: IIC) reported net income of $205.9 million for the three months ended
June 30, 2006, down $17.7 million or 7.9% from the record results achieved during the second
quarter of 2005. Revenues for the second quarter amounted to $1,097 millioh, compared to
$1,112 million last year. '

~Net income for the first six months of 2006 was up by $9.7 million over the same period last year,
to $391.8 million, while revenues increased by $19.3 million to $2,231 million. A

Earnings per share for the quarter amounted to $1.54, compared to $1.67 for the correspohding
period of 2005. Earnings per share reached $2.93 for the first six months of 2006 versus $2.86

. ~ last year.

:l ING Canada also announced that it has declared a quartery dividend of 25.0 cents per share on
l its outstanding common shares, payable on September 29 to shareholders of record on
1 September 15.

i Claude Dussault, President and CEQ, commented: “ING Canada had another quarter of strong

- performance. While we did not achieve the record level of the second quarter of last year, we
continued to deliver solid earnings as a result of the sustained strength of our underwriting
operations and the robust performance of our investment activities.

- “Both our personal and commercial insurance businesses p'erformed very well during the quarter
resulting in a healthy overall combined ratio of 82.7%."

Current Outlook
Our outiook for the next twelve months remains unchanged from the previous quarter.

- Top line growth for the property and casualty insurénce industry will remain below historical
levels, as we experienced in the second quarter. However, the underwriting results of the industry
are expected to exceed historical averages.

. . - Automobile insurance reforms adopted by various provinces have continued to be effective at

containing and stabilizing claims costs. Furthermore, automobile claims frequency remains low
and we believe frequency will either increase or continued low frequency will lead to premium




reductions. Sustainability of the cost containment measures, as well as potential rate reductions,
will continue to be key performance drivers.

Commercial insurance markets continue to be highly competitive. While prices are sdﬁening,
returns are expected to remain above historical levels. -

Fiﬁancial Summary

Change

2006 | 2005 2006 | 2005 | Change
Q2 | Q92 6-month | 6-month

Direct Premiums Written ($ million) 1,176.2 | 1,171.4 0.4% 1,988.7 | 1,993.4 -0.2%

Underwriting Income ($ miilion) 165.6 179.8 -71.9% 2455 29471 -16.7%
| Netincome ($ million) 205.9 2236 | -7.9% 391.8 382.1 2.5%

Earnings per share (in dollars) 1.54 1.67 -7.8% | 2.93 2.86 2.4%

Basic and diluted - . :

Return on equity for last-12 months 275% | 37.8% -10.3 |

Combined ratio 82.7% | 81.2% 1.5 87.0% 84.7% 2.3

Financial Highlights

« Netincome for the quarter amounted to $205.9 million, compared to the record hlgh of .
$223.6 million achieved in the second quarter of last year. However, for the first six
months of 2006, net income is up 2.5% from the corresponding period of 2005 at $391.8
million.

* Revenues for the second quarter amounted to $1,097 million compared to $1,112 million
in the corresponding quarter of 2005. Net premiums earned remained unchanged at $956
million while investment activities continued to generate strong revenues. Investment
income from insurance subsidiaries increased $4.3 million after adjusting for non-recurring
interest in 2005 related to a 2001 portfolio purchase. Realized investment and other gains
amounted to $34.8 million. Total mcome before income taxes for the quarter decreased
8.6% to $295.7 million.

¢ For the first six months of the year, revenues increased by nearly 1% to $2,231 million
despite a 1.6% decline in net premiums earned. Investment income from insurance
subsidiaries decreased $9.8 million to $154.9 million while realized investment and other
gains increased by $53.0 miflion to $142.5 million. Total income before income taxes
increased by $11.8 million to $564.1 million in the first half of 2006.

« Shareholders’ equity increased by 11.3% since the beginning of the year to $3,220 million
at the end of the second quarter, reflecting the profitability of our activities during the first
half of the year. Our debt to total capital ratio fell to 3.8%. '

Business Highlights

+ Direct written premiums for the quarter increased by nearly $5 million from the second
quarter of 2005 to reach $1,176 million, establishing a new record. The number of insured
risks continued to increase with a 3.4% growth rate. Direct written premiums from our
personal lines activities increased by 4.9% to $835.2 million despite continued rate
reductions in auto insurance. Commercial insurance premiums decreased by $34.1 million
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or 9.1% to $341.0 million despite a 0.9% increase in the number of risks insured. The
decline resulted mainiy from last year's transfer of a $17.0 million portfolio to Allianz
Global Risks, and the greater proportion of small business risks within our portfolio. For
the first six months of the year, overall direct written premiums were down less than 1% to
$1,989 million. :

» Underwriting income for the quarter remained strong at $165.6 million, down $14.2 million
from the record level reached in the second quarter of 2005 when unusually favourable
claims development for prior years was registered. The combined ratio of 82.7% remains
however at a very favourable level. For the year to date, underwriting income stands at
$245.5 million compared to $294.7 million in the first six months of 2005.

¢ The contribution of our personal lines activities to underwriting income fell $13.5 million to .

$101.4 million. The property insurance contribution improved significantly while that of
automobile insurance remained healthy with a combined ratio of 83.6%.

» Underwriting income from the commercial lines business remained stable with a $64.2
million contribution during the second quarter and was slightly higher at $104.2 million for
the first six months.

Corporate Developments

On May 29, the Company announced a national multi-year agreement to offer Aeroplan’s
members the opportunity to earn Aeroplan Miles on certain insurance products sold by the
Company’s insurance subsidiaries. This initiative is part of ING Canada's ongoing efforts to
provide a compelling and differentiated value proposition to consumers.

Conference Call

ING Canada will host a conference call to review its earnings results today at 10:00 am ET. To
listen to the call via live audio webcast and to view the presentation slides, visit our website at
www.ingcanada.com and click on “Investor Relations”.

The conference call is also available by dialling 617-614-3474 or 1-800-706-7749 (toll-free in
North America). The passcode is 51957322. Please dial in ten minutes before the start of the call.

A playback of the call will be available starting at 1:00 p.m. ET on August 10 through 5:00 p.m. ET
on August 17. To listen to the replay, call 617-801-6888 or 1-888-286-8010 (toll-free in North
America). The passcode is 56623154. A transcript of the call will also be available on ING
Canada’s website.

About ING Canada

ING Canada is the largest provider of property and casualty insurance in the country, offering
automobile, property and liability insurance to individuals and businesses through its insurance
subsidiaries.




Media enquiries:
Gilles Gratton - Director, Corporate Commumcatlons Tel: 416-217- 7206

Email: gilles.gratton@ingcanada.com

Investor enquiries:
Brian Lynch - Director, investor Relations, Tel: 416 941-5181

Email; brian.lynch@ingcanada.com




MANAGEMENT'Q DISCUSSION AND ANALYSIS

August 10, 2006 )

The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with our interim consolfdated financial statements (unaudited) and accompanying notes at the
end of this report, as well as the management's discussion and analysis and the consolidated financial
statements in the Company's 2005 Annual Report to Shareholders. '

The Company uses both generally acceptsd accounting principles (GAAP) and certain non-GAAP
measures to assess performance. Non-GAAP measures do not have any standardized meaning prsscribed
by GAAP and are unlikely to be comparable to any similar measures presented by other companies. ING
Canada analyzes performance based on underwtriting ratios such as combined, expense and loss ratios.
These terms are defined in the glossary of terms found on the Investor Relations section of our web site at
www.ingcanada.com and appear with a footnote description whenever the term first appears in the
management's discussion and analysis. ' '

This discussion and analysis contains forward-fooking statements that involve risks and uncentainties. Qur
actual results could differ materially from these forward-looking statements as a result of various factors, .
including those discussed below or in our Annual Information Form. Certain totals, subtotals and
percentages may not agree due to rqu'nding. Additional information about ING Canada, including the
Annual Information Form, may be found onfine on SEDAR at www.sedar.com.

Current Qutlook

Several key factors will affect the property and casualty (*P&C") insurance industry over the coming twelve
months.

» Lower industry growth rates but still strong underwriting profits: We expect the industry’s top-
line growth rate to be below historical levels, and underwriting results should exceed historical
retums.

= Stable claims costs in automobile insurance: Automobile insurance reforms adopted by various
provinces have continued to be effective at containing and stabilizing ctaims costs. Furthermore,
automobile claims frequency remains low and we believe frequency will either increase or
continued low frequency will lead to premium reductions. Sustainability of the cost containment
measures, as well as potential rate reductions, will continue to be key performance drivers.

.u  Commercial insurance competition: Commercial insurance continues to be competitive: prices
are softening but continue to yield returns above historical levels. We remain disciplined in pricing
and underwriting and committed to superior service to our brokers and commercial customers.

= Non-residential construction cost increases: Non-residential construction cost increases are
putting pressure on commercial insurance undenwriting margins. We continue working with our
brokers to ensure that our commercial customers retain sufficient coverage.

ING Canada, with its scale advantage, underwriting discipline and pricing sophistication, is well positioned
to capitalize on the above conditions and continue to outperform the industry’s return on equity for the




foreseeable future. Our distinct product and service proposition delivered through a multi-channel
distribution network will be a key driver in fueiling organic growth.

Overall Performance

Net Income

Net income for the three months ended June 30, 2006, was $205.9 million, down $17.7 million, or 7.9%,
from $223.6 million for the three months ended June 30, 2005. Net income for the six months ended
June 30, 2006, was $391.8 million, an increase of $9.7 million, or 2.5%, from $382.1 miliion for the six

months ended June 30, 2005.

" Results were driven by continued favourable claims experience and investment results.

s Our combined ratio for the quarter was 82.7% (YTD 06: 87.0%), with strong underwriting
performance across all lines of business. Current accident year results, although favourable were
~ $22.8 million below Q2 05 as described under “Underwriting Income” below.

e Investment income for the quarter was $4.3 million higher in Q2 06 versus Q2 05, after excluding
the non-recurring interest in 2005 related to the 2001 Portfolio Purchase. Pre-tax realized
investment and other gains were $34.8 million in the quarter, down from $46.8 million in Q2 05.
These gains consist primarily of $31.6 million equity gains plus other gains of $17.3 million
offsetting fixed income losses of $14.2 million as explained under “Revenue” below.

Pre-tax income was $295.7 million in Q2 06, down from $323.7 million in Q2 05, and was $564.1 million
YTD 06, up from $552.3 million in YTD 05. The following table presents the major changes in pre-tax

income.

(in millions of dollars)

2005 Pre-tax income
Prior year claims development '
Current accident year *
Industry pools
Catastrophes
Underwriting income
Realized investment and other gains
Other
2006 Pre-tax income

Three months ended

June 30

$323.7
(27.1)
(22.8)
{7.1)

29

(14.1)

(12.0)

- (1.9

$2057

Six months ended

(58.5)
(15.5)
(12.3)

372

June 30

$5523

(49.1)
52.9
8.0

* excludes industry pools and catastrophes




Sharehblders’ Equity

Shareholders' equity increased by $326.9 million, or 11.3%, to $3,219.5 million at June 30, 2006 from
December 31, 2005. This increase reflects YTD 06 net income of $391.8 million less $66.9 million in
dividends ($0.50 per share) paid year to date plus a $1.9 million charge for stock-based compensation.

Summary of Results

' The financial data in the following tables was prepared using Canadian generally accepted accounting

principles (GAAP) and is taken from our interim consolidated financial statements (unaudited) for the three
and six months ended June 30, 2006 and 2005.

{in millions of dollars, except per share

Three months ended

Six months ended

data) June 30 June 30
2006 2005 2006 2005

Direct premiums written $1,176.2 $11714 $ 19887 $19934
Total revenue 1,096.7 1,1123 2,230.5 2,211.2
Underwriting income 165.6 179.8 2455 2047
Net income 205.9 223.6 391.8 g2
Earnings per share

Basic and diluted 1.54 1.67 293 2.86

As at June 30 As at December 31
2006 2005

Cash and cash equivalents $ 1856 - $ 3414
Investments 7,029.9 6,721.0
Total assets 10,165.7 9,926.5
Debt outstanding 127.0 127.0
Total shareholders’ equity 3,219.5 2,892.6

The following table shows selected non-GAAP financial ratios and return on equity (ROE) data.

Claims ratio ‘"
Expense ratio @
Combined ratio ¥

ROE ¥

ROE of our P&C insurance subsidiaries

(5}

Three months ended

June 30
2008 2005
52.1% " O51.6%
30.6% : 29.6%
82.7% 81.2%

Six months ended

2006
55.8%

- 31.2%
87.0%

June 30

2005
55.1%

. 29.6%
84.7%

Twelve months ended

27.5%
33.5%

June 30

37.8%
37.2%

(1) Claims and loss adjustment expenses incurred, net of reinsurance, during a defined period and expressed as

a percentage of net premiums earned for the same period. The financial numbers are determined in

accordance with GAAP but the ratio is a non-GAAP measure.




{2) Underwriting expenses including commissions, premium taxes and all general and administrative expenses
incurred in operating the business during a defined period and expressed as a percentage of net eamed
premiums for the same period. Components of the expense ratio - commissions, premium taxes and general
expenses - are individual ratios expressed as a percentage of net premiums eamed. The financial numbers

used to determine these ratios are determined in accordance with GAAP but the ratio is a non-GAAP
measure, . .

(3} The sum of the claims ratio and the expense ratio. A combined ratio below 100% indicates a profitable
underwriting result. A combined ratio over 100% indicates an unprofitable resutt. The financial numbers that
comprise the ratio are determined in accordance with GAAP but the ratio is a non-GAAP measure.

(4) Return on equity is a non-GAAP measure which represents our net income for the twelve months ended on
the date indicated divided by the average shareholders’ equity over the same twelve-month period. Net income
and shareholders’ equity are determined in accordance with GAAP.

{(5) Retum on equity of our P&C insurance subsidiaries is a non-GAAP measure which represents net income of
our P&C insurance subsidiaries for the twelve months ended on the date indicated divided by the average
sharsholders' equity of our P&C insurance subsidiaries over the same twelve-month period. Net income and
shareholders’ equity are determined in accordance with GAAP, Our P&C insurance subsidiaries consist of
Belair insurance Company Inc., ING Insurance Company of Canada, ING Novex Insurance Company of
Canada, The Nordic Insurance Company of Canada, Trafalgar Insurance Company of Canada, along with our
warranty company, Wellington Warranty Company Inc. Allianz Insurance Company of Canada and The Nordic
Insurance Company of Canada amalgamated under the name of The Nordic insurance Company of Canada
on April 1, 2006.

Direct Premlums Written

For the three months ended June 30, 20086, direct premiums written totalled $1,176.2 million, an increase of
$21.7 mitlion from Q2 05 after excluding the AGR premiums of $17.0 million for Q2 05. YTD 06 direct
premiums written totalled $1,988.7 miillion, an increase of $27.4 million from YTD 05 after excluding the
AGR premiums of $32.2 million YTD 05. The “AGR business”, related to insurance coverage of industrial
risks for large Canadian companies and multi-national clients of Allianz AG, was not part of the Alfianz
acquisition and was subject to a 100% quota-share agreement with Allianz Global Risks
Riichversicherungs AG pending the re-transfer of this business to the Canadian branch of Allianz Global
Risks US Insurance Company in September 2005. . ‘

A key non-GAAP measure of our growth is the number of written insured risks, defined as the number of
vehicles in automobile insurance, the number of premises in personal property insurance and the number of
policies in commercial insurance, excluding commercial auto insurance. The number of written insured risks
increased 3.4% in Q2 06 over Q2 05 and increased 2.8% YTD 06 over YTD 05.

Premium growth was lower than the growth in insured risks given lower average premiums largely due to
written premium rate reductions in personal automobile insurance averaging 3.9% in Q2 06 and 4.5% in
YTOD 08.

Revenue
Revenue was $1,096.7 million in the quarter, down $15.6 million, or 1.4% from $1,112.3 million in Q2 05.

YTD 06 revenue increased by $19.3 million, or 0.9%, to $2,230.5 million compared to $2,211.2 million
YTD 05.




The following table bresents the major changes in revenue between Q2 05 and Q2 06.

Three months ended Six months ended
(in millions of dollars) June 30 June 30
Net premiums eamed $ (0.1) $(31.2)
Invesiment segment income {10.1) {9.8)
Corporate and other revenue ) 64 B 7.2
Realized investment and other gains {11.9) ' 53.0
(Docrease) increase in revenue $(15.7) $ 193

As the table below indicates, direct eamed premiums decreased in Q2 06 by $15.1 million, YTD 06: $30.3
million primarily due to earned rate reductions of 3.0%. Earned premiums from industry pools were fiat in
Q2 06 compared to Q2 05 but were lower YTD 06 than YTD 05 by $19.8 million' due to lower premium from
residual market and the Alberta Risk-Sharing Pool. Ceded premiums were lower in Q2 06 than Q2 05 by
$14.8 million, YTD 06: $18.9 million due to non-recurring reinstatement premiums related to the 2005
catastrophes and generally lower ceded premiums in 2006 due to increased retention.

The following table presents the major changes in eamed premiums between Q2 05 and Q2 06.

Three months ended Six months ended
(in millions of dollars) June 30 June 30
Direct premiums earned $ (15.1) ' ' $(30.3)
Pools premiums earned 0.1 {19.8)
Ceded premiums eamed 14.8 18.9
Decrease In revenue §_i0.1) $(31.2)

Pre-tax realized investment and other gains were $34.8 million in Q2 06, down from $46.8 million in Q2 05.

« Equity gains were $31.7 million for the quarter, up from $21.4 million in Q2 05. These gains were a
result of our investment strategy which results in regular trading activities in our high dividend yield
common share portfolio as discussed below under “Realized Investment and Other Gains”.

» Fixed income losses were $14.2 million, compared to gains of $25.3 million in Q2 05. These losses
resulted from an environment of higher interest rates which resulted in losses on dispositions of
fixed income securities.

s Other gains of $17.3 million represent gains from derivatives, and are described further under
*Realized Investment and Other Gains” below,

Pre-tax realized investment and other gains were $142.5 million YTD 06, up from $89.5 miillion YTD 05. Net
unrealized gains of $33.6 million at June 30, 2006 were $270.7 million less than at December 31, 2005.
Unrealized gains have decreased as a result of the higher interest rate environment, lower equity markets

and the impact of previously realized gains.




Underwriting Income

Underwriting income (the difference between net premiums earned and the sum of net claims incurred and

underwriting expenses including commissions, premium taxes and general expenses) was $165.6 million in
Q2 06, down from $179.8 million in Q2 05. The Q2 06 claims ratio of 52.1% is 0.5 percentage point higher
than in Q2 05. The expense ratio increased from 29.6% to 30.6%, resulting in a combined ratio of 82.7% for
Q2 06, up from 81.2% in Q2 05.

Underwriting income was $245.5 million YTD 06, down $49.2 million from YTD 05. The YTD 06 claims ratio
of 55.8% is 0.7 percentage point higher than YTD 05. The expense ratio increased from 29.6% to 31.2%,
resulting in a combined ratio of 87.0% for YTD 06, up from 84.7% YTD 05.

The major changes in underwriting income were shown previously in the table under “Overall Performance’.

Favourable prior year claims development was $39.4 million in Q2 06, a decrease of $27.1 million from

Q2 05. YTD-06 favourable prior year claims development was $76.5 million, $58.5 million less YTD 06 than
YTD 05. The Q2 06 and YTD 06 development is consistent with historical levels, but below the exceptiona!
tevel experienced in 2005..

Current accident year underwriting income, excluding industry pools and catastrophes, decreased by
$22.8 million in Q2 06 over Q2 05. This decrease is a net result of slightly improved frequency across all
lines of business, except personal auto which experienced a marginal increase, offset by:

= anincrease in severity expetienced roughly in line with infiation and increase in insured values;

¢ an increase in the expense ratio of 1.2 percentage points from Q2 05 reflecting $7.7 million of
higher marketing expenses and $4.3 million lower fees from the service carrier operated on behalf
of Facility Association.

Current accident year underwriting income, excluding industry pools and catastrophes, decreased by $15.5
millien in YTO 06 over YTD 05. '

Industry pools consist of the so-called “residual market”, as well as risk-sharing pools (RSP), in Alberta,
Ontario, Quebec and New Brunswick. These pools are managed by the Facility Association except for the
Quebec RSP. Transfers in and out of these pools, on balance, resulted in underwriting income for the
current accident year that was $7.1 million lower in Q2 06 than in Q2 05 and $12.3 miflion lower in YTD 06
_than YTD 05 due to increased losses from the Ontario and Alberta RSP transferred to the Company.

A catastrophe (defined as an event resulting in net claims incurred of at least $5.0 miilion) occurred in

YTD 06 consisting of a winter storm in Quebec in Q1 06 which resulted in $5.3 million of losses, as of
June 30, 2006, primarily impacting personal insurance. There were no catastrophes in Q2 06.
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i Summary of Quarterly Results

| in millions of doltars, except 2006 2005 ' 2004
' per share data)
] ' Q2 a1 | e a3 Q2 a Q4 Q3 Q2
Direct premiums written $11762 $ 8125| $ 9050 $10065 $11714 § 8219 ¢ 8830  $9216 $1,0434
Total revenues 10967 11338 | 11116  1,1233 11123 1,0988 | 10047 819.7 £00.9
'Underwriting income 1656 79.9 126.3 1167 179.8 1149 118.4 1337 174.5
Income before income taxes 205.7 268.4 269.3 269.3 3236 228.6 229.7 217.1 2386
Net income 205.9 1859 196.9 202.8 2236 158.5 173.1 163.6 172.3
|Combined ratio 827 91.5 88.9 877 81.2 88.1 88.7 839 789
|Earnings per share ' : .
Basic 1.54 1.39 147 152 1.67 1.18 169 1.75 184
Diluted a 1,54 1.39 147 152 167 1.18 1.67 1.75 184
|Eamings per adjusted share "
i Basic pro forma 1.54 1.39 147 1.52 167 1.18 1.35 121 134
Diluted pro forma 1,54 1,39 147 1.52 1,67 1.18 1.29 1.22 1.29

(1) To facilitate comparison of performance between quarters, management has calculated basic eamings per adjusted

" share, ainon-GAAP measure, on a pro-forma basis as if the 128.5 million common shares outstanding after qur
reorganization and completion of the initial public offering were outstanding at the beginning of each of the quarters

. prior to 2005. Diluted earnings per adjusted share, another non-GAAP measure, is calcutated as if the 133.7 million
common shares, the difference being the shares issued in January 2005 as part of the over-allotment granted to the
underwriters, had been outstanding during each of the quarters prior to 2005. Net income used for the pro-forma
earnings per adjusted share calculations has not been adjusted for interest income and expense that would have

' been realized by the Company from investing the net proceeds of the initial public offering and reducing the debt

outstanding.
Seasonal Indicator 2005 2004 2003 3-year average
Q1 1.02 1.10 : 1.06 1.06
Q2 ; 0.94 ’ 0.92 ~ 0%5 0.94
Q3 1.02 0.98 0.96 0.98
Q4 ) 1.01 1.01 . 1.04 - 1.02

The seasonal indicator is a non-GAAP measure which represents the ratio of the quarterly combined ratio
to the annual combined ratio. Historically, the seasonal indicator pattern shows that Q2 is the lowest loss
quarter and Q1 is the highest loss quarter.
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Segmented Information

We report our results on the basis of five segments comprised of: the three segments of our property and
casualty insurance business (personal insurance, commercial insurance and the investment resuits of our
P&C Insurance subsidiaries), corporate and other, and realized investment and other gains.

The following table bresents selected information on our business segments.

(in millions of dollars)

Revenue

Net premiums eamed
Personal insurance
Commercial insurance

Total net premiums eamed
Investments -
Total P&C insurance

Corporate and other
Realized investment and other gains

Total revenue
Income before income taxes

Underwriting income
Personal insurance
Commercial insurance

Total underwriting income
Investments
Total P&C insurance

Corporate and other
Realized investment and other gains

Total income before income taxes

Three months ended -

2006

$ 1014
64.2

165.6
74.9

20.3
34.8

June 30
2005

$ 6654
290.4
955.8

90.9

18.9
46.7

§ 1149
649

179.8

852

11.8
467

Six months ended

June 30

- 2006 2005
$1,3252 $1,341.2
2674 582.6
1,892.6 1,923.8
154.9 164.7
$2,047.5 $2,088.5
405 © 332
142.5 895
$22305 $2211.2
$ 1414 § 1953
1042 . 994
2456 294.7
1432 153.4
$_ 3888 $ 4481
329 147
1425 89.5
§ 5641 $ 5523
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Personal Insurance

The followihg table presents the direct premiums written and underwriting income of our personal insurance
segment.

{in millions of dollars) " Three months ended Six months ended
' June 30 June 30
2006 2005 2006 . 2005

Direct premiums written
Personal automobile $593.5 $572.8 - § 9891 ~§ 9607
Personal property , 2417 2236 3964 3708
Total direct premiums written . $835.2 $7064 $13855 $1,331.5
Net premiums earned $670.9 $665.4 $1325.2 $1,341.2
Expenses
Cléiims and loss adjustment expenses 3743 ; 366.6 789.3 7729
Cofnmissions ‘ . . 109.7 107.7 223.0 2181
Premium taxes 230 23.0 451 461
General expenses 62.5 532 126.4 107.8

Total expenses 569.5 . 550.5 11838 1,145.9
Underwriting income $1014 $1149 § 1414 § 1953
Ratios - .

Claims ratio | 558% 55.1% 59.6% 57 6%
Commissions ratio 16.4% 16.2% 16.8% 16.4%
Premium taxes ratio 3.4% 3.4% 3.4% 3.4%
General expense ratio . 9.3% ‘ " 8.0% 95% 8.0%
Combined ratio 84.9% B82.7% 89.3% B5.4%

Direct Premiums Written

Direct premiums written increased by $38.8 million, or 4.9%, in Q2 06 over Q2 05 (YTD 06: $54.0 million, or

_4.1%). This includes written premiums from industry automobile pools which increased by $5.6 million in

Q2 06 over Q2 05 (YTD 06: $11.0 million).

The number of written insured risks for personal property increased by 3.2% in Q2 06 over Q2 05

(YTD 06: 2.7%) while the number of written insured risks for personal auto increased by 3.9% in Q2 06 over
02 05 (YTD 06: 3.4%). The total number of written insured risks in personal insurance increased by 3.7% in
Q2 06 over Q2 05 (YTD 06: 3.2%).

Net Premiums Eamed
Net premiums eamed increased by $5.5 million, or 0.8%, in Q2 06 over Q2 05 (YTD 06: 1.2% decrease).

The year to date figure reflects lower year-over-year earned premiums from industry automobile pools
which reduced premiums by $19.8 million in YTD 06 relative to YTD 05. Premium rate reductions for
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personal automabile also |mpacted net premiums eamed for this line of business for the quarter by 5.5%
(YTD 06: 5.9%).

Underwntlng Income

Underwriting income from personai automobile and property in total decreased by $13.5 million in Q2 06

‘over Q2 05 (YTD 06: $53.9 million} as the combined ratio increased by 2.2 percentage points (YTD 06: 3.9

percentage points). The change in prior year claims development contributed to the decrease in personal
insurance underwriting income in the current quarter as well as higher losses from industry pools, both of
which offset the absence of catastrophes. Favourable prior year claims development, although in line with
historical results at $29.2 million, was down from $55.0 mllhon in Q2 05 (YTD 08: $54.0 million, down from
$109.7 million).

Underwriting income from personal property increased by $54.2 million in Q2 06 (YTD 06: $50.7 million) on
a decrease in the combined ratio of 29.0 percentage points (YTD 06: 13.4 percentage points decrease).

Q2 05 results reflected claims from catastrophe storms in Southern Alberta, as well as claims due to heavy
rain across Canada in Q2 05. By contrast, Q2 06 experienced no catastrophes. Underwriting income from
personal automobile decreased by $87.7 million in the second quarter on an increase in the combined ratio
of 13.8 percentage points (YTD 06: $104.6 million on an increase of 10.3 percentage points). The decline in
underwriting income from personal automobile in the quarter reflects a reduction of prior year claims
development of $26.8 million in Q2 06 compared to Q2 05, and by $48.5 million in YTD 06 compared to
YTD 05, as well as earned premium rate reductions and increases in severity for the current accident year.

The current accident year loss ratio in personal insurance, excluding catastrophes for Q2 06 is 2.0
percentage points higher than that of Q2 05, primarily because of earned premium rate reductions. The
current accident year loss ratio is defined as claims and loss adjustment expenses incurred for only the
current year excluding all other claims and loss adjustment expenses incurred during the calendar year
expressed as a percentage of net premium earned.

Our personal insurance expense ratio was 29.1% in Q2 06 compared to 27.7% in Q2 05 (YTD 06: 29.8% .
compared to 27.8%). The commission ratio was 16.4% in Q2 06, a decrease of 0.2 percentage point ‘
(YTD 06: 16.8%, an increase of 0.4 percentage point). The general expense ratio increased by 1.3
percentage points to 9.3% in Q2 06 (YTD 06: increase of 1.5 percentage points to 9.5%).
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Commercial Insurance

The following table presents the direct premiums written and underwriting income of our commercial
insurance segment.

(‘in”millions of dollars) ‘ Three months ended - Six months ended
' June 30 June 30
2006 2005 2006 2005
Direct premiums written
Commercial automobile $ 1025 - $1016 $1707 .$1722
Commercial other ‘ 238.5 273.5 4325 489.7
Total diract premiums written $341.0 $3751 $6032 $661.9
Net premiums earned $284.8 $ 290.4 ‘ $567.4 $582.6
Expenses )
Claims and loss adjustment expenses 1236 - 1271 266.0 2876 -
Commissions ' 576 61.0 119.6 121.6
Premium taxes ) 101 ° 10.7 202 214
General expenses 29.3 26.7 57.4 526
Total expenses 2206 2255 463.2 . 4832
Underwriting Income : $ 642 3 649 51042 5 994
Ratios
Claims ratio* 43.4% 43.8% 46.9% 49.4%
Commissions ratio - . 20.2% : 21.0% 21.1% 20.8%
Premium taxes ratio 3.6% 37% 38% 3.7%
General expense ratio 10.3% 82% 10.1% 9.0%
Combined ratio IL5% ILI% 81.6% 82.9%

Direct Premiums Written

Direct premiums written decreased by $17.0 million, or 4.8%, in Q2 06 over Q2 05 after excluding the AGR
business of $17.0 million {¥TD 086: $26.5 million decrease, or 4.2%, after excluding AGR of $32.2 million).
The number of written insured risks increased 0.9% from Q2 05 (YTD 06: 0.3% decrease).

Net Premiums Earned

Net premiums eamed decreased by $5.6 million, or 1.9%, in Q2 06 over Q2 05 (YTD 06: decrease of $15.2
million, or 2.6%). :

Underwriting Income

Underwriting incorne from commercial insurance decreased $0.7 million in Q2 06 over Q2 05 despite a
0.2 percentage point improvement in the combined ratio (YTD 06: $4.8 million increase due to 1.3
percentage points improvement) due to a decrease in net earned premium. The current accident year loss
ratio, excluding catastrophes, for Q2 06 is 1.4 percentage points higher than that of Q2 05 due primarily to
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commercial auto, which experienced higher severity compared to Q2 05. The current accident year loss
ratio for YTD 06 is 1.9 percentage points lower than YTD 05.

Our commercial insurance expense ratio was 10.3% in Q2 06 compared to 9.2% in Q2 05 (YTD 06: 10.1%,
up from 9.0%) and the commission ratio decreased to 20.2% in Q2 06 from 21.0% in Q2 05
(YTD 06: 21.1%, up from 20.8%).

Personal and Commercial insurance

For convenience, the following table presents the direct premiums written and underwriting income of both -
the personal and commercial insurance segment.

{in millions of dollars) ' Three months ended Six months ended
A June 30 June 30
' 2008 2005 2006 2005

Direct premiums written . -
Automobile _ $ 696.0 $ 6743 $1,1598 $1,1329
Personal property and commercial other |  480.2 4971 828.9 860.5
Total direct premlums written $11762 $11714 $19887 $1993.4
Net premiums earmned $ 9557 $ 09558 $1.8928 $19238
Expenses |
Claims and loss adjustment expenses 497.9 . 493.6 1,055.3 1,060.5
Commissions . 167.3 168.9 342.7 - 3407
Premium taxes 33.2 337 65.3 67.5
General expenses 1.7 . - 199 1838 160.4

Total expenses . 7901 776.1 1,647.1 1,629.1
Underwriting income $ 1658 $ 1797 § 2455 3 2947
Ratios
Claims ratio . ' 52.1% 51.6% 55.8% 55.1%
Commissions ratio 17.5% 17.7% 18.1% 17.7%
Premium taxes ratio 35% 3.5% 3.4% 3.5%
General expense ratio 9.6% BA4% 9.7% 84%
Comblned ratio 82.7% 81.2% B71.0% 84.7%




investment income

The following table presents the results of our investment segment.

(in millions of dallars) . Three months ended Six months ended

June 30 June 30
2008 2005 2008 2005

interest income : $435 $ 610 $ 864 $109.9
Dividend income 3rs 301 70.5 55.9
Other {0.3) 0.2} {2.0) 1.1} -
Investment income from P&C ) - .

subsidiaries S . $807 $909 154.9 164.7
Investment expenses {5.8) (5.7) {11.7) (i 1.3)
Investment income from P&C
" subsidiaries after investment ) :

expenses $749 $B52 $143.2 £1534

Investment income increased $4.3 million in Q2 06 over Q2 05 (YTD 06: $4.7 million) after excluding the
non-recurring interest in 2005 of $14.5 million related to the 2001 Portfolio Purchase.

Average pre-tax yield on invested assets was 5.1% for Q2 06 compared to 5.0% Q2 05 (YTD 06: 4.9%,
compared to YTD 05: 4.9%). The yield for the quarter and YTD 06 was helped by higher dividend income

“from our common and preferred share portfolios.

Investment expenses totalied $5.8 million in Q2 06, up slightly from Q2 05 (YTD 086: $11.7 million, up
slightly from $11.3 million YTD 05). These expenses are primarily asset management charges paid to our
in-house investment operations, with an equivalent amount reported as a negative expense in the corporate
and other segment; both entries are eliminated on consolidation of the financial statements.

Our investment income segment and the above analysis only includes income on investments in our P&C

subsidiaries. Income on investments at the holding company is included in the corporate and other
segment.
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Corporate and Other

The following table presents the results of our corporate and other segment including the results of our
brokerage operations {Canada Brokerlink, Grey Power and Equisure), our investment management
company and inter-company eliminations, primarily commissions and general expenses.

(in millions of dollars) : _ Three months ended Six months ended
June 30 June 30
2006 2005 2006 2005

Investment income $ 94 $ 46 $164 $ 7.2
Commission and advisory fees 159 143 241 26.0
Revenue 25.3 189 405 332
Commissions (12.4) {5.6) . (24.4) . {8.9)
General expenses 154 106 28.0 234
Interest on debt 20 2.0 ) 40 4.0
Expenses 5.0 1.0 7.6 185
Income before income taxes £.203 $11.9 $329 $14.7

Corporate and other revenue increased $6.4 million in Q2 06 over Q2 05 (YTD 06: $7.3 million), due to
increased investment income of $4.8 million (YTD 06: $9.2 million) resulting primarily from higher interest
income on larger cash balances in the holding company, offset by lower mutual fund advisory fees.

Commissions expense is negative due to the inter-company eliminations of commissions paid by our '
insurance companies to our brokerage companies. Our recent acquisition of Grey Power contributed $2.5
million in Q2 06 to income before income taxes.

Realized Investment and Other Gains

The following table presents realized investment and other gains.

{in millions of dollars) Three months ended Six months ended
June 30 June 30

2006 2005 - 2006 2005
Realized investment and other gains
Fixed income $(14.2) $25.3 $ 13.0 $36.2
Equities 3.7 214 107.2 524
Cther 173 0.0 22.3 0.9
Total . $§ 348 £467 $142.5 $89.5

After-tax total § 234 $314 $ 954 $613

Realized investment and other gains decreased $11.9 million in Q2 06 over Q2 05 (YTD 08: $53.0 million
increase). The fixed income losses were a resuit of a higher interest rate environment. Total common equity
exposure increased 6.4 percentage points from 15.9% at Q2 05 to 22.3% at Q2 06, including an increase in
the high dividend common share portfolio from 11.9% to 17.5%. Other gains of $17.3 million in Q2 06

(YTD 06; $22.3 million) are primarily due to gains on interest related and total return derivatives. These

18




RN

derivatives are marked to market through the income statement while the associated investments are
carried at cost. The gains on the total return derivatives were $10.8 million, and the associated investments,
have an unrealized loss of $11.9 million.

Balance Sheet Analysis

Premiums and Other Recelvables

Premiums written are either billed to brokers or billed to policyholders directly. As at June 30, 2006,
premium receivables from brokers stood at $151.6 million and $1,170.5 million from policyholders. As at
December 31, 2005, premium receivables from brokers stood at $129.0 million and $1,120.0 million from
policyholders.

Other receivables comprised $225.5 million (December 31, 2005: $195.0 million) from the Facility
Association and other industry pools, $32.3 million (December 31, 2005: $31.3 million) from other insurers
and $45.2 million (December 31, 2005; $43.2 million) from other.

Investments

The book'value of cash and cash equivalents and investments increased by $153.4 million, or 2.2%, to
$7.2 billion at June 30, 2006, compared to December 31, 2005.

The following table presents our cash and invested assets as at June 30, 2006 and December 31, 2005.

(in millions of dollars) As at June 30, 2006 As at December 31, 2005
Book value % of BV . Fair value BV % of BV Fair value .
(8v)
Cash and cash equivalents $ 1858 26% $ 1856 § 3411 4.8% $ 344
Short-term notes 769.2 10.7% 769.2 440.4 6.2% 4404
Fixed income securities 3.114.2 43.1% 3,07M1.9 ~ 35208 49.9% 3,585.8
Commercial mortgages 68.2 1.0% 69.6 704 1.0% 731
Preferred shares 1,344.0 18.6% 1,373.3 1,257.3 17.8% 1,319.9
Common shares 1,565.3 21.7% . 1,610.5 1,266.5 17.9% 1,430.4
‘Other investmeants - 169.0 2.3% 169.0 165.6 2.4% 165.6
Total Investments and ‘ :
cash $72155  1000% $72491 $70621 1000% $7.366.3

Our investment objectives remain generally consistent with the objectives presented in the 2005 Annual
Information Form. The Company uses derivative financial instruments for hedging purposes, and for the
purpose of modifying the risk profile of the investment portfolio, as long as the resulting exposures are
within the investment policy guidelines. Beginning in 2008, we broadened our investment strategy by
expanding our equity portfolio, entering into total return swap transactions, investing in investment grade
international bonds and using other derivatives to support the management of our fixed-income portfolio.
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As at June 30, 2006, the weighted average rating of our fixed-income portfolio was AA and the weighted
average rating of our preferred share portfolic was P2 (ratings are by Standard & Poor’s (“"S&P”) or
Dominion Bond Rating Services). Approximately, $36.9 million of securities with a rating below investment
grade were included in the fixed income and preferred share portfolios at June 30, 2006, compared to $16.1
million as at December 31, 2005. '

Other investments consist of loans to brokers with a book value of $153.6 million as at June 30, 2006
($151.4 million as at December 31, 2005), and investments in brokerages with a book value of $15.3 million
as at June 30, 2006 ($14.2 million as at December 31, 2005). In addition, there are long-term investments
related to investment in brokers which are equity accounted for $43.6 million as at June 30, 2006 ($41.6
million as at December 31, 2005).

Unpaid Claims and Loss Adjustment Expenses - '

Unpaid claims and loss adjustment expenses, net of reinsurers’ share (“claim liabilities”) decreased by
$17.6 milliori during the first six months of 2006 to $3,473.4 million at June 30, 2006.

Claim liabilities, which are measured using accepted actuarial practice, take into account the time value of
money and provisions for adverse deviation. Changes in these estimates will affect the valuation of the
claim labilities. Discount rates are consistent with those used at year-end 2005. The provisions for adverse
deviation were also set on a basis consistent with those used at year-end 2005.

The claim liabilities used in the tables below are taken from the financial statements, are discounted and
include a provision for adverse deviation. The cumulative payments are not discounted and do not include a
provision for adverse deviation. The net effect of the discount rates and the provision for adverse deviation
is that booked claim liabilities are slightly higher than undiscounted best estimates (by approximately 2.0%
at year-end 2005).

We have taken the positive claims development for both the current and prior accident years into account in
arriving at our best estimate of claim liabilities. The favourable claims development largely results from cost
containment associated with the automobile reforms which appear to be sustainable, and continued low
frequency of claims. Both factors have been more favourable than previously anticipated.

Claims Development .

The favourable claims development of all prior accident years during the first half of 2006 was $76.5 million,
or 2.2%, (Q2 06: $39.5 million) compared to $135.0 million YTD 05 (Q2 05: $66.6 million) with every
accident year being favourable except 2000 and 1999. This development came mainly from automobile
insurance in the amount of $68.8 million, including $2.7 million from assumed pools. It includes favourable
development on known cases as well as the favourable impact resulting from the quarterly reserve analysis.
The remaining favourable development came from commercial other in the amount of $19.2 million.
Conversely, we experienced $11.5 million of unfavourable development in persona! property.
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The following table shows the development of the claim liabilities for the 10 most recent accident years with
sdbsequent development estimated for each accident year up to June 30, 2006. The original reserve
estimates are re-evaluated over time for redundancy or deficiency. This re-evaluation is based on actual
payments in full or partial settlement of claims as well as on current estimates of claim liabiiities for claims
still open or claims still unreported. )

(in millions of doltars) ' _ Accident year
2005 2004 2003 2002 20m 2000 1890 1998 1987 1998 & prior-
Resarve originally estimated $1,1188 $1,117.7  $873.2  $83B6  $7290  $6555  $587.0  $548.1 $557.2 $1,121.2
Reserve re-estimated 8s of * R
One year later $1,0980 § 8772 $008.4 - $6453  $7004  $6554 35806  §524.5  $4339 . 51,0606
Two years later ' £49.0 . 8183 848.2 804.2 £96.2 607.9 525.7 417.1 1.097.8
Thraa years later _ 810.3 834.7 803.2 20 637.2 521.1 a5 1.078.5
Four years later B20.7 7915 705.1 €428 535.6 431.9 1,037.9
Five years later 786.5 654.7 844.3 537.0 430.9 1,028.0
Six years later ’ 693.2 630.1 534.4 435.3 1,028.7
Seven years ister ) ) 629.8 541.3 4346 1027.2
Eight years later ' . . 530.6 4335 1,032.4
Nine years later ' . ) 430.7 1,029.5
Ten years later ' N 1,026.2
Cumurative deficiency !
{redundancy) _ {20.8)  (1688)  (162.9) (0.0) 57.6 ar? 428 (84)  (1285) (95.1)
(1.9%  (151%  (167)% (1.1)% 7.9% 5.8% 7.3% (1.5%  (22.77% (8.5)%
' Devolopment during Q2 of '
$(30.5) mitllon $(11.8)  $(17.3) $(5.0) $(0.8) $(2.3) $1.9 $1.2 ${1.4) $(1.6) $022)
1.1)% (1.6)% (0.5)% )%  (0.3)% 0.3% - 02% 0.9% (0.3)% (0.2)%
Development during 2006 '
of ${76.5) mitlion $(208)  ${28.2) ${6.0) $(5.0) $(5.0) ${1.5) ${0.3) ${1.6) $(2.8) $(3.4)
{1.9)% (2.5)% (0.8)% (08)%  (0.N% {0.2)% (0.1% (0.3)% (0.5)% {0.3)%
*last diagonal as of June 2006 -

Cumulatively, we have experienced favourable development for accident years 2005, 2004, 2003, 2002,
1998, 1997, 1996 and prior years and unfavourable development for accident years 2001, 2000 and 1999.
in the years in which unfavourable development occurred, the overall P&C insurance industry had similarly
poor development. This negative development was mainly caused by unexpected changes in claim
patterns, in particular in automobile insurance claims in Ontario.

Reinsurance

Policy liabilities ceded to reinsurers were $300.9 million at June 30, 2006 and $347.8 million at
December 31, 2005. Policy liabilities include uneamed premiums and unpaid claims and adjustment
expenses. At June 30, 2006, 14.5% (Decen'iber 31, 2005: 17.7%) of the reinsured policy liabilities were to
ING Re, an affiliate. We also have reinsurance treaties with a number of unaffiiiated reinsurers of which
substantially all meet our financial strength rating requirements.

In 20086, for multi-risk events or catastrophes, our retention is $25.0 million with a reinsurance coverage limit
of $1.25 billion. We retain 20.25% of the exposure between $25.0 million and $50.0 million, 10% of the
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exposure between $50.0 million and $100.0 million, and 9.5% of the exposure between $100.0 million and
$600.0 million. For 2005, our retention was $17.5 million with a coverage limit of $1.2 billion and 10%
retention of the exposure between $25.0 million and $600.0 million.

Following industry practice, our reinsurance recoverables with licensed Canadian reinsurers

(June 30, 2006: $233.8 million; December 31, 2005: $264.5 million) are generally unsecured because
Canadian regulations require these reinsurers to maintain minimum asset and capital balances in Canada
to meet their Canadian obligations, and policy liabilities take priority over the reinsurer’s subordinate
creditors.

Reinsurance recoverables with non-licensed reinsurers are secured with cash, letters of credit and/or
assets held in trust accounts. The Company was the assigned beneficiary of such trust accounts from
unlicensed reinsurers totalling $92.8 million at June 30, 2006 (December 31, 2005: $98.4 million) in support
of policy liabilities of $67.1 million at this same date (December 31, 2005: $83.3 million). At June 30, 2006,
these amounts included $72.2 million {December 31, 2005: $74.3 million) from an affiliated reinsurer which
related to policy liabilities of $43.6 million (December 31, 2005: $61.6 million). We can use these trust
accounts if the reinsurers are unable to meet their obligations.

Share Capital

" As of August 10, 2006, there were 133.7 million common shares and one Special _Share issued and
outstanding. The Special Share is convertible into one common share. ING Groep N.V. (ING Groep) holds
approximately 70% of the issued and outstanding common shares and the Special Share.

A Long-Term Incentive Plan (LTIP) was implemented for certain employees commencing in 2005. Under
this plan, these employees are awarded performance units as a portion of their compensation. Each award
vests at the end of a three-year performance cycle. The actual award varies based on a performance target
driven by comparing the Company's three-year average return on equity relative to that of the Canadian
property and casualty insurance industry. The actual award may only be in common shares. Accordingly,
this type of compensation is recognized as an expense with a corresponding increase to contributed
surplus. The Company re-estimates the number of performance units that are expected to vest at each
reporting period. The estimate at June 30, 2006 was 181,574 units for the 2006-2008 performance cycle
with a per unit fair value at grant date of 36 dollars and 79 cents-and 363,700 units for the 2005-2007
performance cycle with a per unit fair value at grant date of 26 dollars and 30 cents. At the time of the
actual award, the Company intends to purchase shares in the market in an amount equal to the number of
.vested shares. ’
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Effective July 1, 2006, employees who are not eligible for the LTIP are entitled to make contributions in
accordance with a voluntary employee share purchase plan (ESPP). Under the ESPP, eligible employees
can contribute up to 10% of their base earnings through payroll deduction. As an incentive for participation
in the plan, the Company will contribute an amount corresponding to 50% of the employee contribution. The
shares are bought on the market by an independent broker on the last business day of each month and are
held by a custodian on behalf of the employees. The shares bought with the Company’s contributions are
subject to certain restrictions for a period of twelve months.

Liquidity and Capital Resources

We continue to enjoy high liquidity and a strong capital base.

Liquidity

Net cash prc;vided by operating activities was $232.1 million in Q2 06 compared to $401.5 million in Q2 05
(YTD 06: $130.9 million; YTD 05: $275.8 million). Our total cash and cash equivalents were $185.6 million
at June 30, 2006.

No significant capital expenditures are currently planned.

We have an uncommitted revolving credit facility of $50.0 million with the Royal Bank of Canada, which was
undrawn at June 30, 2006.

Our outstanding debt of $127.0 million, owed to an affiliate, matures on August 27, 2006 and will be paid

‘with available cash.

Capital

The Company has sufficient capital to support business growth with our insurance subsidiaries having
capital of $552.0 million in excess of the minimum supervisory target of 150%, as calculated under the
Minimum Capital Test (MCT) at June 30, 2006 (December 31, 2005: $718.0 million). The decrease in the -
MCT is primarily due to the decrease in net unrealized gains. Because we manage our companies as a
group, we report our combined capital position but we also ensure that each insurance company meets all
regulatory requirements including the MCT. Our insurance companies are parties to a participation

"agreement which combines the underwriting results of all the companies with the outcome that each

company has a proportion of underwriting results, and the loss ratio and expense ratio are the same for
each company.
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The following table presents the minimum capital test (MCT) of our insurance subsidiaries with a total for all
companies. ' :

MINIMUM CAPITAL TEST (MCT) - P&C COMPANIES
(in millions of doltars) ING Nordic - ING Belair Trafalgar _
' Insurance Insurance®*  Novex Ins Insurance Insurance Total

Al June 2006 .
Total capital available {a] $ 9740 $ 9586 $445 $249.2 $54.3 $2,280.8
Total capital required ] 575.5 4549 185 B8B4G 188 - 14,1524
Excess capital (a] -] $ 3985 $503.7 $26.0 $ 164.3 $358 $1,128.2
MCT % {a) / [b} 169.3% 210.7% 240.0% 203.4% 2027%  197.9%
Excess at 150% $1 170.8 $276.3 $16.7 $1218 $265 $ 5520

Al December 2005
Total capital available [a] $1,028.7 $997.0 $430 $2214 $519 $2,354.0
Total capital required [ - 546.6 4208 142 826 17.4 1,0008
Excess capital [a] - [b] -$ 4821 $567.2 $28.7 $150.8 $34.5 $1,263.3
MCT % [a] / b] ’ 188.2% 232.0% 302.2% 282.6% 268.5% 215.8%
Excess at 150% § 2088 $3523 $216 $ 1085 $258  § 7180

* Allianz Insurance Company of Canada and The Nordic Insurance Company of Canada amalgamated under the name
of The Nordic Insurance Company of Canada on April 1, 2006 and have bsen presented as if the amalgamation had
occurred on January 1, 2005.

The total amount of dividends available for payment from our subsidiaries during 2006 is $246.3 million plus
any 2006 earnings. This amount is calculated based on dividend restrictions under applicable insurance
laws but is subject to MCT limitations. '

The Board of Directors of the Company declared quarterly cash dividends of 25 cents per common share
for a total amount of $33.4 million, which was paid on March 31, 2006 to shareholders of record on
March 15, 2006 and on June 30, 2006 to shareholders of record on June 15, 2006.

In September 2005, ING Canada filed a short-form base shelf prospectus allowing the Company to offer a
totai of up to $1.0 billion in any combination of debt, preferred or common shares securities over a
25-month period. No debt, preferred, or common shares have been issued under this prospectus.

ING Canada’s insurance subsidiaries have a financial strength and long-term counterparty credit rating of
A+ from Standard & Poor's. The ING Canada group of companies enjoy a financial strength rating of A+
from A.M. Best and ING Canada Inc. holds a senior unsecured debt rating of A (low) from Dominion Bond
Rating Service. ' '




Transactions with Related Parties

We have ongoing transactions with related parties. These transactions consist mostly of (1) management
and advisory services provided by ING Groep and affiliated companies, (2) reinsurance by an affiliated
company and (3) financing by ING Groep. These transactions are carried out in the normal course of
operations and are measured at the amount of consideration paid or received as established and agreed by
the related parties. We believe that such exchange amounts approximate fair value. '

In addition, we have related party transactions with investees accounted for as long-term investments. These
transactions consist of loans and commission expenses. )

Note 5 to the accompanying interim consolidated financial statements (unaudited) provides additional
information on related party transactions.

Risk Management

As a provider of insurance products, risk management is necessary to protect the interests of both our
customers and our shareholders. We are exposed to potential loss from various market risks, inctuding
interest rate risk, equity market ﬂuctu_ation risk, credit risk, liquidity risk, and to a lesser extent, foreign
currency risk and derivative risk. We described these risks on pages 36 to 38 of our 2005 Annual Report.
These risks remain the same in 2006.

Critical Accounting Estimates and Assumptions

Our critical accounting estimates and assumptions were disclosed on pages 38 to 40 of our 2005 Annual
Report. There are no new critical accounting estimates or assumptions. These estimates and assumptions
are mainly about (1) reserves for claims and expenses, (2) impairments of investment securities, (3)
amounts recoverable from our reinsurers, (4) goodwill and (5) income taxes. The above noted estimates’
and assumptions (1), (3) and (4) will impact the personal insurance and commercial insurance segments,
(2) will impact the realized investment and other gains and (4) will also impact the corporate and other
segment.

These estimates and assumptions may be updated based on new information and could therefore change
and affect future results. . '

Accounting Policies Update

The usage of derivative financial instruments was expanded in 2006. Derivative financial instruments are
used for risk management and for trading purposes. The Company uses currency swaps and forwards, and
total return swaps to mitigate foreign exchange and market risks. Interest rate futures, options and swaps,
and total return swaps are held for trading purposes.

The Company applies hedge accounting, for certain hedging instruments, when requirements of the

Canadian Institute of Chartered Accountants (CICA) Handbook Accounting Guideline 13 “Hedging
Relationship” are met,
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Where hedge accounting is used, the following applies:

(i} The Company formally documents all relationships between hedging instruments and hedged items,
as well as its risk management objective and strategy for undertaking its hedge transactions. The
Company also formally assesses, both at inception and on an ongoing basis, whether the derivative
financial instruments that are used in hedging transactions are effective in offsetting changes in fair
values or cash flows of hedged items.

(i) Hedge accounting is discontinued prospectively when the derivative financial instrument no longer
qualifies as an effective hedge or the derivative is terminated or sold. The fair vaiue of the derivative
financial instrument is then accounted for and the related gain or loss is deferred to be included in the
consolidated statements of income during the periods in which the hedged item affects eamings.
Should the hedged item cease to exist, the gains or losses deferred until then are |mmed|ately
charged to income.

Currency sw‘éps are used to manage exchange risk related to certain investments in U.S. dollars. These
derivative financial instruments are recognized at cost and foreign exchange gains and losses related to the
hedged items are not recognized unti! they are settled.

. When hedge accounting cannot be used, derivative financial instruments are recognized at their fair value,
with changes in the fair value reflected in the consolidated statements of income during the period in which
they arise.

The fair value of derivative financial instruments is based on the quoted' market value at the balance sheet
closing date. In the absence of this information for a given instrument, different valuation models recognized
_ by financial markets are used to estimate such fair value.
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Recent Developments

Th:.ere have been no notable developments subsequent to June 30, 2006.

Céutionary Note Regarding Forwafd-l'.ooking Statements

Certain statements in this report about our current and future plans, expectations and intentibns, results,

_levels of activity, performance, goals or achievements or any other future events or developments are

forward-looking statements. The words "may," "will,” "would,” "should,” "could,” "expects,” "plans,” "intends,”
"anticipates,” "believes,” "estimates,” "predicts,” "likely" or "potential” or the negative or other variations of -
these words or other similar words or phrases identify such forward-looking statements.

Forward-looking statements are based on estimates and assumptions made by us based on our experience
and view of historical trends, current conditions and expected future developments, as well as other factors
that we believe are appropriate in the circumstances. Many factors could cause our actual results,
performance or achievements or future events or developments to differ materially from the forward-looking
statements. These factors include, without limitation, the following: our ability to implement our strategy or
operate our business as we expect; our ability to accurately assess the risks associated with the insurance

- policies that we write; unfavourable capital market developments or other factors which could affect our

investments; the cyclical nature of the P&C insurance industry; our ability to accurately predict future claims
frequency; government regulations; litigation and regulatery actions; periodic negative publicity regarding
the insurance industry; intense competition; our reliance on brokers and third parties to sell our products;
our ability to successfully pursue our acquisition strategy; the significant influence of ING Groep; our
participation in the Facility Association {a mandatory pooling arrangement among all industry participants);

'te.rrorist attacks and ensuing events; the occurrence of catastrophic events; our ability to maintain our

financial strength ratings; our ability to alleviate risk through reinsurance; our ability to successfully manage
credit risk; our reliance on information technology and telecommunications systems; our dependence on
key employees; general economic, financial and political conditions; our dependence on the results of
operations of our subsidiaries; the limited trading history of our common shares; the volatility of the stock
market and other factors affecting our share price; and future sales of a substantial number of our common
shares. These factors should be considered carefully, and readers should not place undue reliance on our
fofwafd-looking statements. We have no intention and accept no responsibility to update or revise any
forward-looking statements as a result of new information, future events or otherwise, except as required by
law, '
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ING Canada Inc.

qi:ONSOLIDATED BALANCE SHEETS (unaudited)
{In thousands of dollars)

As at
June 30 December 31
2006 2005
Assets
iCash and cash equivalents $ 185612 $ 341,138
‘ investments {note 2) 7,029,939 6,720,965
Accrued investment income 44 567 50,100
‘ Due from affiliated companies {note 5) . 6,337 230
Premiumn and other receivables . 1,625,105 1,518,511
{ Reinsurers' share of unpaid claims and loss adjustment expenses (note 4) 281,661 330,519
!Reinsurers’ share of uneamed premiums (note 4) 19,273 17,279
| Deferred acquisition costs 388,678 381,992
it Income taxes receivable 95,583 55,684
.+ Other assets 184,861 182,119
|{Long-term investments 43,603 41,567
| Future income tax assets 76,384 141,101
(Intangible assets {note 7) 55,167 36,948
iGoodwm (note 7) 128,903 108,362
i
d $ 10,165,673 $ 9,926,535
)
i
-}Llabiﬂties
Payables and other Itabllmes . $ 771,382 $ 815674
u Due to affiliated companies (note 5) 2,654 2,968
Income taxes payable 40,954 67,705
" Unpaid claims and loss adjustment expenses (note 4) 3,755,101 3,821,609
Unearmed premiums (note 4) 2,244 847 2,194,837
"' Unearned reinsurance commissions 4,266 4,129
_Debt outstanding 127,000 127,000
6,946,174 7,033,922
' Sharehalders’ equity .
133,732,000 common shares and 1 Speciaf Share 1,183,846 1,183,846
Contributed surplus 91,623 89,713
. Retained eamings 1,944,030 1,619,054
3,219,499 2,892 613
$ 10,165,673 $ 9,926,535

See accompanyir;g notes to interim consolidated financial statements




ING Canada lnp.

INTERIM CONSOLIDATED STATEMENTS OF INCOME {unauditad)

{in thousands of dollars except for per share amounts)

For the six months ended

For the three months ende&
June 30 June 30
2006 2005 2006 - 2005

Direct premiums written $1,176,136 $1,171,450 $ 1,988,649 $ 1,993,361
Net premiums written $ 1,155,251 $ 1,118,401 $ 1,940,610 $ 1,895,820
Revenue
Net premiums earned $ 955705 $ 9558% $ 1,892,593 $1,923,837
Investment income 90,154 95,403 171,242 171,864
Net realized investment and other gains 34,785 46,757 142,462 89,496
Commission and advisory fees 15910 14,342 24,093 25,988

1,096 554 1,112,336 2.230,390 2,211,185
Expenses
Claims and loss adjustment expenses 497,847 493,633 . 1,055,333 1,060,497
Commissions (note 5) 154,896 163,305 318,239 331,786
Premium taxes 33,201 33,656 65,268 67,487
General expenses 112,936 96,089 223456 195,149

798,880 786,683 1,662,296 1,654,919
Interest on debt outstanding 1,990 _ 1,990 3,981 3,981
Income before Income taxes 295,684 323,663 564,113 552,285
Income taxes {note €) 89,744 100,049 172,271 170,182
Net income $ 205,940 §$ 223614 $ 391,842 $ 382,103
Basic and diluted earnings per share $ 1.54 -8 1.67 $ 293 $ 2.86
Basic and diluted average number of common shares
(in thousands) 133,732 133,732 133,732 133,356

See accompanying notes to interim consolidated financial statements
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ING Canada Inc.

:i ) .
iNTERIM CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY (unaudited) - -

_i'In thousands of dollars)

g For the three months ended For the six months ended
June 30 June 30
2006 - 2005 20086 2005
Share capital
Balance, beginning of period $ 1,183,846 $ 1,183,846 $ 1,183,846 ~ $1,052,290
.‘Common shares issued - - - 136,032
. 'Share issuance costs, net of income taxes - - - (4,476)
| . .
j Balance, end of period 1,183,846 1,183,846 1,183,846 1,183,846 °
::Contrlhuted surplus
{iBalance, beginning of peried 90,653 83,636 89,713 83,336
1. Stock-based compensation (note 9) 970 438 1,910 738
'\I' .
hBalance, end of period 91,623 - 84,074 91,623 84,074
!‘ .
‘lRetaIne’d earnings
I
IBalance, beginning of period 1,771,523 1,060,741 1,619,054 923,983
Net income 205,940 223,614 391,842 382,103
 Dividends paid (33,433) {21,732) (66,866) {43,463)
. Other ‘ - 214 - 214
i .
__Ba1ance, end of period 1,944,030 1,262,837 1,944,030 1,262,837
_iTotaI shareholders’ equity $ 3,219,499 $ 2,530,757 $3,219,499° $ 2,530,757

!3ee accompanying notes to interim consolidated financial statements
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ING Canada Inc.

INTERIM CONSOLIDATED STATEMENTS OFACASH FLOWS {unaudited)
{in thousands of dollars) '

For the three months ended For the six months ended
June 30 June 30
2006 2005 2006 2005

Operating activities
Net income $ 205940 $ 223614 $ 391,842 $ 382,103
Adjustments to determine cash provided by operating activities:

Uneamaed premiums and unpaid claims and loss adjustment

expenses, net . 187,720 111,949 30,366 (42,021)

Net realized investment and other gains {(34,785) . (46,75T) {142,462) (89,496)

Deferred acquisition costs, net (32,326) (31,776) {6,549) (1,290)

Future income taxes 38,182 (2,119) 58,633 22,574

Amortization 4,247 8,110 7,534 16,508

Cther, net ) 231 (529) 116 {808)
Changes in other operating assets and liabilities {137,144) 139,036 (208,556) {11,807)
Cash provided by operating activities 232,065 401,528 130,924 275,763
Investing activities
Proceeds from sale of investments (note 11) 3,350,008 2,736,030 9,708,241 5,708,321
Purchase of investments (nota 11) (3,934,160) (3,141,559) . {9,893,262) (5,861,926}
Purchase of brokerages and books of business, net (35,054) (11,830) (35,200) (12,370)
Proceeds from sale and leaseback of property - - 29,803 -
Purchase of property and equipment and other, net {11,454) (14,148) {29,146) {19,228)
Cash used in investing activities \ (590,660) (431,507} (219,584) (185,203)
Financing activitles
Dividends paid (33.433) (21,732) (66,866) {43,463)
Proceeds from capital issuance . Co- - - 136,032
Debt repayment - - - (129,230}
Share issuance costs - - - (6.802)
Cash used in financing activities {33,433) (21,732) (66,866) (43,463)
Net (decrease) Increase In cash and cash equivalents . (392,028) {51,711) (155,526) 47,097
Cash and cash equivalents, begin'ning of period 577,640 181,281 - 341,138 82,473
Cash and cash equivalents, end of period § 185612 $ 129570 $ 185,612 $ 129570
Supplemental cash flow information:
Income taxes paid $§ 71127 $ 85617 $ 180,352 $ 250,087
Interest paid on debt outstanding - - 3,981 3,981

See accompanying notes to interim consolidated financial statements
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ING Canada Inc.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS {unaudited)

it
. (I|1 thousands of dollars)

1!;

Basis of presentation

These unaudited interim consolidated financial statements have been prepared in accordance with Canadian
generally accepted accounting principles (“GAAP") for interim financial statements and do not include all the
information required for complete financial statements. Except as described below, these interim consolidated
financial statements use the same accounting policies as were used for the Company’s consolidated financial
statements for the year ended December 31, 2005 and should be read in conjunction with the Company's annual
consclidated financial statements for the year then ended.

chountlng policy for derivative financial Instruments

The usage of derivative financial instruments was expanded in 2006. Derivative financial instruments are used
for risk management purposes and for trading purposes. The Company uses currency swaps and forwards,
and total return swaps to mitigate foreign exchange and market risks. interest rate futures, options and swaps,
and total return swaps are held for trading purposes.

The Company applies hedge accounting, for-certain new hedging instruments, when requirements of the
Canadian Institute of Chartered Accountants (CICA) Handbook Accounting Guideline AcG-13 “Hedging
Relationship” are met. -

Where hedge accounting is used, the following applies:

{I) The Company formally documents ail relationships between hedging instruments and hedged items, as weil
as its risk management objective and strategy for undertaking its hedge transactions. The Company also
formally assesses, both at inception and on an ongoing basis, whether the derivative financial instruments
that are used in hedging transactions are effectjve in offsetting changes in fair values or cash flows of
hedged items.

(i) Hedge accounting is discontinued prospectively when the derivative financial instrument no longer qualifies
as an effective hedge or the derivative is terminated or sold. The fair value of the derivative financial
instrument is then accounted for and the related gain or loss is deferred to be included in the consolidated
statements of income during the periods in which the hedged item affects earnings. Should the hedged item
‘cease to exist, the gains or losses deferred until then are immediately charged to income.

Currency swaps are used to manage exchange risk related to certain investments in U.S. dollars. These
derivative financial instruments are recognized at cost and foreign exchange gains and losses related to the
hedged iterns are not recognized until they are settled.

When hedge accounting cannot be used, derivative financial instruments are recognized at their fair value, with
changes in the fair value reflected in the consolidated statements of income during the period in which they
arise.

The fair value of derivative financial instruments is based on the quoted market value at the balance sheet

closing date. In the absence of this information for a given instrument, different valuation models recognized by
financial markets are used to estimate such fair value.
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ING Canada Inc.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited)
(in thousands of dollars} :

1. Basis of presentation (continued)
Use of estimates

The preparation of interim financial statements in accordance with Canadian GAAP requires management to
make assumptions and estimates that affect the reported amounts of assets and liabilities at the dates of these
interim consolidated financial statements, the reported amounts of revenue and expenses for the periods, as well
as the disclosure of contingent assets and liabilities. These estimates are subject to uncertainty. Changes in
estimates are recorded in the accounting period in which these changes are determined.

2. Investments

Tables 2.1 and 2.2 reflect the Company’s investments. Fixed income securities and preferred shares are classified
by investment grade and type of issuer. ‘

Table 2.1 o - As at June 30, 2006 -
: ' Book Fair _ Gross Gross
value value unrealized gains unrealized losses
Short-term notes - $ 769,232 $ 769232 s . - 3 -
Fixed income securitios ™ '
Investment grade . :
Govemment and govemment-guaranteed ©14,782473 1,760,905 2,992 24,260
Corporate ' 1,061,647 1,046,068 : 3,59 19478
Assat-backed ' - 288602 262,277 - © 328 U 4883
Below investment grade : 3771 2,682 - 1,089
Total fixed income securities 3,114,193 3,071,932 6,916 T aeamt
Mortgage loans ’ 2 68,154 ' 69,636 . 1,482 -
Preferred shares _ _ ‘

Investment grade 1310823 - 1,338,557 40,964 13330

Below investment grade 33,109 34,689 T 2420 540
Total preferrad shares 1,344,032 1,373,248 43,084 . 13,870
Common sharea . © 1,565,342 1,610,537 - 104,055 58,860
Qther investments ) 168,988 168,988 : - -

$ 7.029,939 $ 7,063,569 $ 156,637 $ 121,907




ING Canada Inc.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited).

- {In thousands of dollars)

2l

Investments (continued)

Table 2.2 ) As at December 31, 2005
Book Fair © Gross Gross
value value unrealized gains unrealized losses
Short-term notes . $ 440,435 $ 440435 H - $ -
Fixed Income securities
investment grade
Government and government-guaranteed 2,043,548 2,091,519 52,545 4,574
Corporate ] 1,147,059 1,473,536 29,565 3,089
Asset-backed . 326,774 327,780 . 2810 1,304
Balow investment grade 3,983 2,950 ' T ' -1,033
Total fixed Income securities 3,520,764 " 3,595,784 © 85,020 10,000
Mortgage loans 70,347 73,108 2,761 -
Pre:femd ghares .
fvestment grade 1,245,117 1,304,977 65,306 5448
Below investment grade 7 12,148 14,905° 2,796 40
Totat preforred shares ' 1,257,268 1,319,882 68,102 : 5,486
Common shares 1,266,550 . 1430440 183,641 18,751
Other investments | 165603 165,603 C. -
$ 6,720,065 $ 7,025,252 $ 339,524 ) $ 35,237

(a) Fixed income securities include private placements with a book value of $97,818 at June 30, 2006
(December 31, 2005 - $31,618) and a fair value of $94,406 at June 30, 2006 (December 31, 2005 -
$30,081).

The Company has investments in certain common shares and income trust units pursuant to a market neutral
strategy. The objective of this strategy, which consists of having both long and short equity positions, is to
maximize the value added from active management. Long and short positions are accounted for at cost. Long
positions are included in “investments”. Short positions are presented as other liabilities. '
Table 2.3 summarizes the Company's long and short positions pursuant to the market neutral étrategy.

Table 2.3 As at June 30, 2006 As at December 31, 2005

Book Fair Book Fair

value value . value value
Long positions . $ 73,622 $ 74,307 $30,401 ’ $34,180
Short positions N 72318 73914 30,233 34,220

The Company provides collateral for securities borrowed and delivered pursuant to the sale of short securities.
At June 30, 2006, the book value of the collateral was $74,201 (December 31, 2005 - $32,041).

To assess impairment, management reviews available current information for investments with fair values below
their book values to ascertain whether the book values are expected to be recovered. The impairment losses
recorded for the three and six month periods ended June 30, 2006 were $6,745 and $9,608, respectwely ($62
and $62, respectively, in 2005)
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ING Canada Inc.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited) T
(in thousands of dollars)

3. Derivative ﬂnanclal instruments

Table 3.1 summarizes the fair value of the derivative financial instruments used by the Company.

Table 3.1 : As at Junae 30, 2006 As at December 31, 2005
Positive Negative Net Positive Negative Net
fair valua fair value fair value fair value .
Held for non-trading purpcses
Where hedge accounting is applied
Currency swaps $1,434 $ - $1434 . $ - $ - $ -
Where hedge accounting is not applied '
Foreign exchange contracts . .
Currency farwards purchased 45 4 41 - 18 ’ (38
Cumency forwards sokd - 124 (124) 86 - : 86
Curmency swaps 2,337 - 2,337 3.003 - 3,003
Total retum swaps 111 2,085 (1,974) - - -
Held for trading purposes
Interest rate contracts . . .
" Options purchased 985 - 985 - - -
Options written ’ - 694 (694) - - . -
Swaps 173 . 830 (657) - . - -
Total retum swaps 5 - 5 - - -
$500  $3737 $1353  $3089 $18 $ 3,071
Table 3.2 summarizes the notional amount of the derivative financial instruments used by the Company by term of .’
maturity.
Table 3.2 As at June 30, 2008 As at Decernber 31, 2005
One yearor  One year to Qer five Oneyearor One yearto Over five
less five years years Total less five years yaars Total
Held for non-trading purposes
L}
Where hedge accounting is applied )
Currency swaps $ - % - $ 51,391 $ 51391 $ - $ - $ - 8 -
Where hedge accounting is not applied
Foreign exchange contracts
Currency forwards purchased 11,586 - - 11,586 5922 - - 5,922
Curmency forwards sold 23,51 - : - 2351 28,605 - - 28,605
Currency swaps : 4,320 1,504 4,238 10,062 4,320 1,718 B,504 14,542
] Total return swaps 382,678 - - 382,678 - . - - -
Held for trading purposes
Interest rate contracts '
Options purchased 2,376,911 - - 2,376,911 - - - -
Options written 2,257,162 - - . 2,257,162 . - - - -
Swaps ) 55,815 75,000 - 130,815 ) - - - -
Futures bought 919,702 . - 918,702 - - - -
Futures sold : 564,871 - - 564,871 - - - -
Total return swaps - 27,908 - 27,908 - - - -
$ 6,596,556 3 104 412 § 55,629 $ 6,756,597 $ 38,847 $1718 $ 8,504 $ 49,069
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'II;IG'Canada Inc.

N!OTES TC INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited)

{in thousands of dollars)

1

4. Policy liabilities

Policy liabilities are established to reflect the estimate of the full .amount of all liabilities associated with the
insurance policies at the consclidated balance sheet dates, including claims incurred but not reported. The
ulfimate cost of these liabilities will vary from the best estimate made for a variety of reasons, including additional

information with respect to the facts and circumstances of the claims incurred.

Table 4.1 presents unpaid claims and loss adjustment expenses.

Table 4.1 As at June 30, 2008 As at Decomber 31, 2005
Diract Ceded Direct Coded
Auto: liabiity " § 1,747,407 $ 36985 $1,754,126 '$ 42401
Auto: personal accident 723,713 23,992 717,743 29557
Auto: other ‘ 78,228 - 333 86,504 1,124
Property 450,354 102,824 504,521 136,948
Liability - 751 688 116,426 754,257 119,636
Other 3.710 1,101 4,368 853
! $ 3,755,101 $ 281,661 " $3,821,609 $330518

. Unpaid claims and loss adjustment expenses are first determined on a case-by-case basis as claims are reported

and then reassessed as additional information becomes known. Included in unpaid claims and loss adjustment

¢+ expenses Is a provision to account for the future development of these claims including claims incurred but not
reported, as well as a provision for adverse deviations, as required by accepted actuarial practice in Canada.

Unpaid claims and loss adjustment expenses are discounted to take into account the time value of money.

In estimating unpaid claims and loss adjustment expenses, standard actuarial techniques are used. These
techniques are based on historical loss development factors and payment patterns. They require.the use of
| assumptions such as loss and payment development factors, future rates of claims frequency and severity,
inflation, reinsurance recoveries, expenses, changes in the legal environment, changes in the regulatory
environment and other matters, taking into consideration the circumstances of the Company and the nature of

the insurance policies.

Table 4.2 presents the unearmed premiums.

:I'able 4,2 As aiJuﬁe 30, 2006 As at Decamber 31, 2005
Direct Ceded Direct Caded

Auto: liability $ 600637 $ 690 § 572,700 $ 647
! Auto: personal accident 189,200 €8 186,665
Auto: other 544 438 18 520,354 7
Property 129,219 3,697 730,386 3,680
Liability 158,920 5,003 158,876 3,238
Other 22,373 : 9,707 25,856 9,647
$ 2,244 847 $ 15,273 $17,279

$ 2,184,837
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ING Canada Inc.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS {unaudited)
(in thousands of doltars)

4. Policy liabilities (contlnue&)

. Unearned premiums are calculated on a pro rata basis from the unexpired portion of the premiums written. The
uneamed premiums estimate is validated through standard actuarial techniques to ensure that these premiums
are sufficient to cover the estimated future costs of servicing these policies and related claims. In estimating these
costs, the Company uses discounting techniques to take into account the time value of money and a provision for

| adverse deviations is added to the discounted amount.

|
|
|
|

There was no premium deficiency at the consolidated balance sheet dates.

5. Related party transactions:
The Company enters into transactions with the controlling shareholder, ING Groep, and entities that are subject to
| common control or management. These transactions consist of reinsurance, management and advisory
expenses, financing charges, as well as advisory fee income. These transactions are carried out in the normal
course of operations. Accordingly, they are measured at the amount of consideration paid or received as
established and agreed to by the related parties and are settied on a regular basis.

Table 5.1 summarizes the impact of reinsurance ceded to entities that are subject to common control or
management on the interim consolidated statements of income.

Table 5.1 For the three months anded June 30 For the six months ended June 30
2006 2005 ) 2006 ’ 2005
Ceded premiums eamed ! $3.211 $12,009 $8,118 $ 24,708
Caded claims and loss adjustment expenses 2,338 17,558 2,790 24,392
Loss (income) before income taxes’ $ 8715 $ (5,859) $5.328 $ 6 |

Table 5.2 summarizes the other types of transactions with entities that are subject to common control or

management.
Table 5.2 For the three months ended June 30 For the slx months ended June 30
2008 2005 2008 2005
Advisory fea income $ 183 §$ 2487 $ 358 $4.828
. Management and advisory expenses 4,385 4,547 8,753 8,030

| interest expensa 1,990 1,890 3,881 3,981
| -

Table 5.3 summarizes the Company's balances with entities that are subject to common control or management.

Table 5.3 As at June 30, 2008 As gt December 31, 2005
| Reinsurance recaivable $6.337 $ 23
! Interest and other payables 2,654 ’ : 2,968
$ 3,683 $(2.738)

, _ The Company enters into transactions with investees presented as long-term investments. Significant balances
' and transactions with these investees consist of loans, which are classified as investments, of $63,513 as at
June 30, 2006 ($63,386 as at December 31, 2005) and commission expense of $9,396 and $16,622 for the three
and six month periods ended June 30, 2006, respectively ($8,450 and $15,018, respectively, in 2005).
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I’NG Canada Inc.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudlted)
(rn thousands of dollars)

I
€.

8.

Income taxes

Table 6.1 explains the difference, expressed in percentage terms, between the income tax expense and the
amount that would have been computed if the federal and provincial statutory tax rates had been applied to
income before income taxes:

Table 6.1 For the three months ended June 30 For the six months ended June 30
2006 2005 2006 2005
% % % . %
Income tax expense calculated at statutory tax rates 34.5 M5, 4.5 : 34.5
Increase (decrease) in income tax rates resulting from: ’ -
Non-taxable dividends \ (3.5) (2.8) ' (3.6) ) 3.1
Non-deductibla expenses 0.2 - 03 0.3
Mon-taxable portion of capital gains (0.3) . {0.2) (0.5) (0.5)
Other (net} . {0.5) (0.6) 0.2) {0.4)
Effective income tax rate 30.4 30.9 30.5 ' 308

Acquisitions and divestitures

" On April 1, 2006, the Company acquired 100% of the outstanding shares of Grey Power Insurance Brokers inc.

(GPIB), an enterprise operating in the corporate and other segment, for an approximate cash consideration of
$32,686. The results of GPIB for the three months ended June 30, 2006 have been included in the Company’s
interim consolidated statements of income for the three and six month periods ended June 30, 2006. The
purchase price has been allocated substantially to intangible assets (customer relationships), future income tax
liabilities and goodwill for amounts of $18,320, $6,007 and $20, 288 respectively.

As a result of other acquisitions and divestitures made by subsidiaries of the Company during the first six

months of 2006 and ameunting to a net cash consideration of $2,514, intangible assets (customer relationships

and contracts) and goodwill have increased by $2,369 and $253, respectively.

En';ployee future benefits

The Company recorded defined benefit pension expense of $59 and $120 for the three and six month periods
ended June 30, 2006, respectively (income of $582 and $1,308, respectively, in 2005). For the defined
confribution plans, the expense and the employer contributions were $412 and $731 for the three and six month
periods ended June 30, 2006, respectively ($361 and $946, respecbvely. in 2005).

For other retlrement plans offering life insurance and health benefits to retirees, which are closed to active

employees, the Company recorded an expense of $176 and $354 for the three and six month periods ended
June 30, 2006, respectlvely ($214 and $431, respectively, in 2005).
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{NG Canada Inc.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited)
{in thousands of dollars}

10.

Stock-based compensation

A long-term incentive plan (LTIP} was implemented for certain employees commencing 2005. Under this plan,
these employees are awarded performance units as a portion of their compensation. Each award vests and
pays out at the end of a three-year performance cycle. The actual award varies based on a performance target
by comparing the Company's three-year average return on equity relative to that of the Canadian property and
casualty insurance industry. The actual award may only be in restricted common shares. Accordingly, this type
of compensation is recognized as an expense with a corresponding increase to contributed surplus. The
Company re-estimates the number of performance units that are expected to vest at each reporting period. As
at June 30, 2008, the estimate is 181,574 units for the 2006-2008 performance cycle with a per unit fair value at
grant date of 36 dollars and 79 cents and 363,700 units for the 2005-2007 performance cycle with a per unit fair
value at grant date of 26 doflars and 30 cents.

At the time of the payout, the Company intends to purchase shares in the market in an amount equal to the
number of vested shares.

The amount charged to compensation expense for this plan was $970 and $1,910 for the three and six month
periods ended June 30, 2006, respectively ($456 and $773, respectively, in 2005). The expense is based on
the fair value of the awards at the dates of the grants and represents management's estimate of the payout by
reference to the achievement of an expected performance target.

Effective July 1, 2006, employees who are not eligible for the LTIP are entitled to make contributions in
accordance with a voluntary employee share purchase plan (ESPP). Under the ESPP, eligible employees can
contribute up to 10% of their base earnings through payroll deduction. As an incentive for participation in the
pian, the Company will contribute an amount corresponding to 50% of the employee contribution. The shares
are bought on the market by an independent broker on the last business day of each month and are held by a
custodian on behalf of the employees, The shares bought with the Company’s contributions are subject to
certain restrictions for a period of twelve months.

Segmented information

The Company’s core business activity is property and casualty (“P&C") insurance. P&C operations include two
manufacturing segments and the investment segment. The manufacturing segments are personal lines and
commercial lines. Classes in the personal lines segment include automobile and property. Classes in the
commercial lines segment encompass commercial property and liability, automobile, surety, marine, as well as
niche products that are targeted towards limited markets requiring specialized underwriting and claim
seftiement. The effect of reinsurance is reflected in the revenue and results of the manufacturing segments.
The investment activities consist of managing the investment portfolio for the Company's P&C insurance
subsidiaries. Investment income is shown net of investment expenses. Non P&C segments include corporate
and other activities, as well as realized investment and other gains. Corporate and other activities include the
results of the Company brokerage operations including related long-term investments, the Company's
investment management company and intercompany eliminations consisting primarily of commissions and
general expenses with the Company's P&C operations as well as non-recurring items such as acquisitions
whose effects are not allocated to any other segment.
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10. Segmented information (continued)

Table 10.1 presents figures per segment.

For the three months ended June 30

For the six months anded June 30

Table 10.1

2006 2005 2008 - 2005
Ravenue
Net premiums eamed
Personal insurance $ 670,926 $ 665424 $ 1,325,193 $ 1,341,202
Commercial insurance 284,779 290,410 567,400 582,635
Investments 80,766 80,850 154 874 164,633
Total P&C insurance 1,036,471- 1,046,684 2,047 467 2,088,470
Corporate and other 25,298 18,895 40,461 33,219
Realized investment and other gains 34 785 46,757 142 462 89 496
Total revenue $ 1,006,554 $1112,336 $ 2,230,390 $2,211,185
Income before income taxes
Underwriting income
Personal insurance $ 101,443 $ 114902 $ 141429 $ 195304
Commercial insurance 64,203 64,896 104,156 99,438
Investments 74,923 85,210 143,188 - 153,352
Total P&C insurance 240,569 265,008 388,773 448,094
Comporate and other 20,330 11,808 32,878 14,695
Realized investment and other gains 34,785 46,757 142,462 89,496
Total income beforg income taxes $ 295,684 $ 323663 $ 564,113 $ 552,285
As at ’
June 30, 2008 December 31, 2005
Assets
P&C Insurance $ 9,051,245 $.9,066,267
Corporate and other ™ 1,114,428 860,268
Total assets $ 10,165,673 $ 9,926,535
For the throe
months endod For the six months For the year ended
June 30, 2008 endad June 30, 2008 Decomber 31, 2005
Increase of goodwlil
P&C insurance - $ - $ -
Corporate and other 20,442 20,541 17,246
Total increase of goodwill § 20442 $ 20,541 $ 17,248
(a) Includes goodwill of $74,411 at June 30, 2006 and December 31, 2005
{b) Includes goodwill of 35_4.492 at June 30, 2006 ($33,951 at Decemnber 31, 2005)
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11. Comparatlve figures

In 2005, the Company changed its definition of cash equivalents. As at June 30, 2005, such change resulted in a

reclassification of $262,404 between cash equivalents and investments. Interim consolidated statements of cash

flows for the three and six month periods ended June 30, 2005 were changed accordingly by a decrease of
amortization of net premiums on fixed income securities of $1,347 and $2,734, respectively, and by an increase of
proceeds from sale of investments and of purchase of investments respectively of $684,964 and $769,409 for the
three months ended June 30, 2005 and of $1,372,684 and $1,357,614 for the six months ended June 30, 2005.

Certain other comparative figures have been reclassified to conform to the presentatioh adopted in the currént
period. : i .
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NEWS RELEASE

Thursday November 9, 2006 — Toronto

o
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ING Canada reports third quarter and nine-month results =~ :v:
S
E A o
Robust growth in direct premiums written > 1J e
. . —i= L —
Strong overall performance despite rate reductions , ) T
SR

ING Canada Inc. (TSX: IIC) reported net income of $156.8 million for the three months ended‘Sa)tember o}
30, 2006, down $46.0 million or 22.7% from the $202.8 million reported for the three months ended .

September 30, 2005. Eammgs per share for the quarter amounted to $1.17, compared to $1.52 for the same
quarter in 2005,

The decline from an exceptionalty strong third quarter in 2005 reflects lower realized investment gains as
well as a reduction in underwriting income driven by lower favourable prior year claims development.

Net income for the first nine months of 2006 was $548.7 million, down 6.2% or $36.2 million from the -
$584.9 million reported for the first nine months of 2005. Eamings per share for the first nine months of
2006 were $4.10, down from the $4.38 reported for the first nine months of 2005.

Claude Dussault, President and CEO, said: “We continue to experience solid earnings with a return on
equity of 24.6%. Our insurance businesses performed very well and the various initiatives launched over

the last twelve months resulted in strong organic growth as demonstrated by the increase in direct premiums
written and the number of risks insured during the quarter. “ '

“Furthermore, our ability to once again deliver robust underwriting income in an environment characterized
by lower personal and commercial insurance rates reflects our disciplined underwriting and pricing
capabilities. In addition, our investment activities continue to deliver solid returns.”

ING Canada also declared a quarterly dividend of 25.0 cents per share on its outstanding common shares,
payable on December 29, 2006 to shareholders of record on December 15, 2006.




Current Outlook

Our outlook for the industry for the next 12 months remains unchanged.

Top line growth for the property and casualty insurance industry continues to remain below historical
levels. However, we believe underwriting results should continue to exceed historical averages.

Automobile insurance reforms adopted by various provinces have continued to be effective at containing
and stabilizing claims costs. Furthermore, automobile claims frequency remains low and we believe
frequency will either increase or continued low frequency will lead to premium reductions. Sustainability of
the cost containment measures, as well as potential rate reductions, will continue to be key performance

drivers.

Commercial insurance markets remain highly competitive, and although prices are continuing to soften,

returns are expected to be above historical levels.

Financial Summary

2006 | 2005 | | 2006 | 2005 |,

QB3 | Q3 €1 9-month | 9-month g
Direct Premiums Written 1,038.1] 1,0065 3.1%| 30268 2999 09%

. | | :
Underwriting Income 95.9| 1167 (17.8)% 341.5 411.4} (17.0)%
|(8 million) : i _
a g ,
Net income ($ million) 1568  2028) 22.7)% 548.7 584.9] (6.2)%
Eamings per share (in dollars) . o ' 0
asic and diluted 7 L17 1.52) (23.0% 410 438) 64%
Return on equity for last 12 24.6% 36.5%| (1 1-9)3
months ‘ ' )

Combined ratio 89.9%|  87.7%| 22 88.0% 85.7% 2.3




Financial Highlights

» Net income for the quarter remained robust at $156.8 million, although down $46.0 million from the
* historically high level reported in the third quarter of last year. The decline reflects lower realized
investment gains as well as lower underwriting income driven by lower favourable prior year claims
development. '

»  Revenues for the third quarter of 2006 amounted to $1,080.2 million, compared to $1,123.3 million for
the previous year. Net premiums earned remained unchanged at $954 million despite an overall
reduction in insurance rates and lower premiums from industry pools. Investment activities remained
solid and continued to generate strong but somewhat lower revenue. Investment income from insurance
subsidiaries decreased by $6.9 million. Reduced trading of fixed income instruments was a significant
factor in the $31.0 million decline in realized investment and other gains. Unrealized gains increased by
$101.9 million to reach $135.6 million. Total income before income taxes for the quarter decreased
18.8% to $218.7 million.

=  For the first nine months of the year, revenues decreased by less than 1% to $3,310.6 million partially
as a result of a 1.1% decline in net premiums earned. Investment income from insurance subsidiaries
remained strong despite a slight decrease of $2.1 million to $232.7 million, after adjusting for non-
recurring interest in 2005 related to a 2001 portfolio purchase. Realized investment and other gains
increased $21.9 million to $178.2 million. Total income before income taxes decreased $38.8 mullion
to $782.8 million. For the first nine months of 2006, net income was a very healthy $548.7 million,
" down only 6.2% from the $584.9 million reported for the same period in 2005.

*  Shareholders’ equity increased since the beginning of the year by $451.4 million, or 15.6%, to $3,344'.0 '
million by the end of the third quarter. During the quarter, the company repaid its remaining debt
obligations and is now debt free.

Business Highlights

= Direct premiums written for the quarter totalled $1,038.1 million, an increase of $49.8 million, or 4.9%,
from the third quarter of 2005 after excluding AGR and industry pool premiums. The number of
insured risks continued to grow during the quarter, increasing by 4%, fuelled by strong growth in

- personal lines. '

= Direct premiums written for our personal lines activities increased by $55.7 million, or 7.7% after
excluding industry pool adjustments. The growth in direct premiums was achieved despite an average
reduction in rates of 2.9%. The number of insured risks in personal lines increased by a healthy 4.5%
driven mainly by a 5.4% increase in the number of automobiles insured.

= Direct premiums written in commercial insurance decreased by $5.7 million after adjusting for AGR
premiums. The number of risks insured also declined by 1.0%. .

»  Underwriting income for the quarter was solid at $95.9 million, down $20.8 million from the unusually
high level of the previous year. The decline reflects lower favourable prior year claims devetopment.
Current accident year results remain comparable to the same period from last year despite overall rate
decreases.




»  Underwriting income from personal automobile and property decreased by $14.9 million during the
third quarter despite a $6.1 million increase in income from personal property. Underwriting income
from personal automobile insurance declined mainly as a result of rate decreases. Underwriting income
from the commercial lines business decreased $5.9 million during the quarter as a result of a $22.5
million decrease in prior year claims development. However, current accident year results have
improved. '

* Direct premiums written during the first nine months of 2006 totalled $3,026.8 million, an increase of
$65.7 million, or 2.2%, from the same period a year ago after excluding AGR premiums in 2005 and
reduced premiums from industry pools in the cutrent year. The total number of insured risks for the
first nine months also increased by 3.2% from the corresponding period in 2005. Underwriting income
for the first nine months was $341.5 million, down $69.9 million or 17% from the $411.4 million
reported for the same period in 2005,

Conference Call

ING Canada will host a conference call to review its earnings results today at 10:00 a.m. ET. To listen to
the call via live audio webcast and to view the presentation slides, visit our website at www.ingcanada.com
and click on “Investor Relations”. ' : '

The conference call is also available by dialling 617-614-3474 or 1-800-706-7749 (toll-free in North
America). The passcode is 51957322. Please dial in ten minutes before the start of the call.

A playback of the call will be available starting at 1:00 p.m. ET on November 9 through 5:00 p.m. ET on
November 16. To listen to the replay, call 617-801-6888 or 1-888-286-8010 (toll-free in North America).
The passcode is 50158293. A transcript of the call will also be available on ING Canada’s website.

About ING Canada

ING Canada is the largest provider of property and casualty insurance in the country, offering automobile,
property and liability insurance to individuals and businesses through its insurance subsidiaries.

Media enquiries:
Bryan Seaton — Manager, External Communications, Tel: 416-341-1464 Ext, 43142
Email: bryan.seaton@ingcanada.com

Investor enquiries:
Brian Lynch — Director, Investor Relations, Tel: 416-941-5181

Email: brian.lynch@ingcanada.com
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MANAGEMENT’S DISCUSSION AND ANALYSIS

November 9, 2006 _

The following discussion and analysis of our financial condition and results of operations should be read in

conjunction with our interim consolidated financial statements (unaudited) and accompanying notes at the end of this
report, as well as the management's discussion and analysis and the consolidated financial statements in the
Company’s 2005 Annual Report to Shareholders.

The Company uses both generally accepted accounting principles (GAAP) and certain non-GAAP measures to assess
performance. Non-GAAP measures do not have any standardized meaning prescribed by GAAP and are unlikely to be
comparable to any similar measures presented by other companies. ING Canada analyzes performance based on
underwriting ratios such as combined, expense and loss ratios. These terms are defined in the glossary of terms found
on the Investor Relations section of our web site at www.ingcanada.com and appear with a foomate description
whenever the term first appears in the managemem s discussion and analysis.

This discuss_ién and analysis contains forward-looking statements that involve risks and uncertainties. Our actual
results could differ materially from these forward-looking statements as a result of various factors, including those
discussed below or in our Annual Information Form. Certain totals, subtotals and percentages may not agree due to
rounding. Additional information about ING Canada, including the Annual Information Form, may be found online on
SEDAR at www.sedar.com,

+

Current Qutlook

Several key factors will affect the property and casualty (“P&C") insurance industry over the coming twelve months.

 »  Industry growth and underwriting income: We expect the industry’s top-line growth rate to be below
historical levels, and underwriting results should exceed historical returns.

» ° Claims costs in automobile insurance: Automobile insurance reforms adopted by various provinces have
continued to be effective at containing and stabilizing claims costs. Furthermore, automobile claims
frequency remains low and we believe frequency will either increase or continued low frequency will lead to
premium reductions. Sustainability of the cost containment measures, as well as potential rate reductions, will
continue to be key performance drivers.

*  Commerclal insurance competition: Commercial insurance continues to be competitive: prices are
softening but continue to yield returns above historical levels. We remain disciplined in pricing and
underwriting and committed to superior service to our brokers and commercial customers.

*  Non-residential construction cost: Non-residential construction cost increases are putting pressure on
commercial insurance underwriting margins. We continue working with our brokers to ensure that cur
commercial customers retain suificient coverage.

|
ING Canada, with its scale advantage, underwriting discipline and pricing sophistication, is well positioned to !
capitalize on the above conditions and continue to outperform the industry’s return on equity for the foreseeable |
future. Our distinct product and service proposition delivered through a multi-channel distribution network will be a

key driver in fuelling organic growth.



Overall Performance

Net income for the three months ended September 30, 2006, was $156.8 million, down 22.7% from last year’s level. -
The two largest contributors to this decrease were lower realized investment and other gains and lower prior year
claims development. Direct premiums written totalled $1,038.1 million, an increase of 4.9%, after excluding industry
pools and AGR premiums. This increase was driven by a 4.0% increase in the number of written insured risks.

Net Income

Net income for the three months ended September 30, 2006, was $156.8 million, down $46.0 million, or 22.7%, from
$202.8 million for the three months ended September 30, 2005. Net income for the nine months ended September 30,
2006, was $548.7 million, a decrease of $36.2 million, or 6.2%, from $584.9 million for the nine months ended
September 30, 2005. : :

Quarterly results were driven by lower underwriting income and lower realized investment gains. Underwriting results
were fairly strong for the quarter, although less favourable than last year’s level.

e Qur combined ratio for the quarter was 89.9% (YTD 06: 88.0%). While personal property suffered as a result
 of heavy storms activity (combined ratio of 107.3%), the remaining lines of business performed strongly, - .
with combined ratios ranging from 84.6% to 88.0%. Favourable prior year claims development, although

above historical levels, was $24.5 million below Q3 05.

e  Pre-tax realized investment and other gains were $35.8 million in the quarter, down from $66.8 million in Q3
05. Fixed income gains dropped $17.8 million from Q3 05, reflective of market conditions, and other gains
dropped $18.6 million, as explained in “Realized Investment and Other Gains” below.

¢ Q306 to Q3 05 comparisons are also affected by a one-time favourable tax item in Q3 05.that improved '
‘results by $9.8 million in the prior period due to the recovery of a tax asset not previously recorded.




Pre-tax income was SZ;.I 8.7 million in Q3 06, down from $269.4 million in Q3 05, and was $782.8 million YTD 06,

down from $821.6 million in YTD 05. The following table presents the major changes in pre-tax income.

(in millions of dollars)

2005 Pre-tax income
Prior year claims development
Current accident year *
Facility Association residual market
Catastrophes
Underwriting income )
Realized investment and other gains
Other
2006 Pre-tax income

Three months ended

September 30

$2694
(24.5)
0.3
4.9)
83

(208)

(31.0)

11

82187

Nine months ended
September 30

$ 8216
(83.0)
(28.2)
(4.2)

455 .

(69.9}

21.9

C 92

57828

* excludes Facility Association residual market and catastrophes

Shareholders’ E quity

Shareholders’ equity increased by $451.4 million, or 15.6%, to $3,344.0 million at September 30, 2006 from

December 31, 2005. This increase reflects YTD 06 net income of $548.7 million less $100.3 million in dividends

($0.75 per share) paid year to date plus a $3.0 million charge for stock-based compensation.




Summary of Results

The financial data in the following tables was prepared using Canadian gene}alljr accepted accounting principles
{GAAP) and is taken from our interim consolidated ﬁnanmal statements (unaudited) for the three and nine months

ended September 30, 2006 and 2005.

(in millions of dollars, except per share data)

Direct premiums wtitten

Total revenue

Underwriting income

Net income

Earnings per share
Basic and diluted

Cash and cash equivalents
Investments

Total assets

Debt outstanding

Total shareholders’ equity

Three months ended

September 30
2006 2005
$1,038.1 $ 1,006.5
1,080.2 1,123.3
95.9 116.7
156.8 202.8
1.17 1.52

i

Nine months ended
) September 30
2006 2005
$3,020.8 $29999
3,3106 3,334.5
3415 4114
548.7 584.9
4.10 438
 As at September 30 - As at December 31
2006 2005
$ 12.8 $ 3411 -
7,263.8 6,721.0
10,280.9 9,926.5
- 127.0
31,3440 - 2,892.6 “

" The following table shows selected non-GAAP financial ratios and return on equity (ROE) data.

Claims ratio "
Expense ratio
Combined ratio ™

ROE®

ROE of our P&C insurance subsidiaries ©

Three months ended

September 30
2006 2005
60.4% 58.8%
29.5% 8.9%
89.9% 87.7%

Nine months ended

September 30 '

2006 2008
57.3% 56.4%
30.7% 20.3%
88.0% 85.7%

Twelve months ended

24.6%
30.8%

September 30
36.5%
35.2%

(1) Claims and loss adjustment expenses incurred, net of reinsurance, during a defined period and expressed as a percentage
of net premiums earned for the same period. The financial numbers are determined in accordance with GAAP but the

ratio is a non-GAAP measure.

{(2) Underwriting expenses including commissions, premium taxes and al} general and administrative expenses incurred in
operating the business during a defined period and expressed as a percentage of net premiums eamed for the same period.
Components of the expense ratio - commissions, premium taxes and general expenses - are individual ratios expressed as
a percentage of net premiums eamed. The financial numbers used to determine these ratios are determined in accordance

with GAAP but the ratio is a non-GAAP measure.




(3) The sum of the claims ratio and the expense ratio. A combined ratio below 100% indicates a profitable underwriting
result. A combined ratio over 100% indicates an unprofitable result. The financial numbers that comprise the ratio are
determined in accordance with GAAP but the ratio is a non-GAAP measure,

{4} Retum on equity is a non-GAAP measure which represents our net income for the twelve months ended on the date
indicated divided by the average shareholders’ equity over the same twelve-month period. Net income and shareholders’
equity are determined in accordance with GAAP.

(5) Return on equity of our P&C insurance subsidiaries is a non-GAAP measure which represents net income of our P&C
insurance subsidiaries for the twelve months ended on the date indicated divided by the average shareholders' equity of
our P&C insurance subsidiaries over the same twelve-month peried. Net income and shareholders’ equity are determined
in accordance with GAAP, Our P&C insurance subsidiaries consist of Belair Insurance Company inc., ING Insurance -
Company of Canada, ING Novex Insurance Company of Canada, The Nordic Insurance Company of Canada, Trafalgar
Insurance Company of Canada, along with our warranty company, Wellington Warranty Company Inc. Allianz Insurance
Company of Canada and The Nordic Insurance Company of Canada amalgamated under the name of The Nordic
Insurance Company of Canada on April 1, 2006.

Direct Premiu_ms Written

Direct premiums written increased by $49.8 million, or 4.9%, in Q3 06 over Q3 05 ($65.7 million, or 2.2%, for YTD
06 over YTD 05) after excluding the AGR' premiums of ($12.2) million for Q3 05 and $20.0 million for YTD 05 and
decreases in premiums from industry pools of $30.4 million in the quarter and $18.8 million for the year to date,

. Including AGR and industry pool premiums, direct premiums written increased by $31.6 million, or 3.1%, in Q3 06

over Q3 05.and $26.9 million, or 0.9%, for YTD 06 over YTD 05.

A key non-GAAP measure of our growth is the number of written insured risks, defined as the number of vehicles in
automobile insurance, the number of prernises in personal property insurance and the number of policies in
commercial insurance, excluding commercial auto insurance. The number of written insured risks increased 4 0% in

Q3 06 over Q3 05 and 3.2% YTD 06 over YTD 05.

Premiums from industry pools were lower in Q3 06 compared to Q3 05 by $30.4 million ($18_8 million for YTD 06
compared to YTD 03). Of this decrease, $21.6 million is due to lower premiums from Facility Association residual
market primarily due to market share adjustments of approximately $18.0 million. Net transfers from the Risk Sharing
Pool account for the remainder of the drop in industry pool premiums.

! The “AGR business”, related to insurance coverage of industriat risks for large Canadian companies and multi-
national clients of Allianz AG, was not part of the Allianz acquisition and was subject to a 100% quota-share
agreement with Allianz Global Risks Riichversicherungs AG pending the re-transfer of this business to the Canadian
branch of Allianz Global Risks US Insurance Company in September 2005. At the time of the transfer, ING Canada
paid a reinsurance premium to AGR due to transfer of the unearned premiums, hence there was a net premium credit,
or negative AGR premium in Q3 05.




Revenue

Revenue was $1,080.2 million in the quarter, down $43.1 million, or 3.8% from $1,123.3 million in Q3 05. YTD 06
revenue decreased by $23.9 million, or 0.7%, to $3,310.6 million compared to §3,334.5 million YTD 05.

The foliowing table presents the major changes in revenue between 2006 and 2005.

Three months ended . : Nine months ended
(in millions of doliars) ) . September 30 September 30
Net premiums earned $ (0.5) $(31.8)
Investment segment income (6.9) (16.6)
Corporate and other revenue : o @.n 26
Realized investment and other gains ' - 310 ’ 219
Decrease in revenue $(43.1) 10219

As the table below indicates, direct premiums earned increased in Q3 06 by $7.0 million, but decreased for YTD 06 by
$23.3 million. Earned premium growth was impacted by earned rate reductions of 2.7% for the quarter, and 3.0%
YTD. Earned premiums from industry pools were down $17.5 million in Q3 06 compared to Q3 05, and $37.4 million
lower YTD 06 than YTD 05 due to lower premiums from the residual market and the Alberta Risk-Sharing Pool.
Ceded premiums eaned were lower in Q3 06 than Q3 05 by $10.0 million, (YTD 06: $28.9 million) due tonon-
recurring reinstatement premiums related to the 2005 catastrophes and generally lower ceded premiumns in 2006 due to
increased retention.

The following table presents the major changes in earned premiums between 2006 and 2005.

Three months ended Nine months ended
(in millions of dollars) September 30 - September 30
Direct premiums eamed $ -7.0 ’ $(23.3)
Pools premiums eamed - - ’ o (172.5) : (37.'.4)
Ceded premiums eamed 100 . y 289
Decrease in net premiums earned 5 (0.5) $QLR)

Pre-tax realized investment and other gains were $35.8 million in Q3 06, down from $66.8 million in Q3 05.

¢  Equity gains were $43.8 million for the quarter, up from $38.4 million in Q3 05. These gains were a result of
our investment strategy which results in regular trading activities in our high dividend yield common share )
portfolio as discussed below under “Realized Investment and Other Gains™.

¢ Fixed income gains were $3.9 million, down from $21.7 million in Q3 05, reflective of less trading actmty

»  Other losses of $11.9 million represent primarily losses from derivatives, and are described further under
“Realized Investment and Other Gains" below.




Pre-tax realized investment and other gains were $178.2 million YTD 06, up from $156.3 million YTD 05. Net
unrealized gains of $135.6 million at September 30, 2006 were $168.7 million less than at December 31, 2005,
Unrealized gains have decreased as a result of the higher interest rate environment, lower equity markets and the
impact of previously realized gains.

Underwriting Income

Underwriting income (the difference between net premiums eamned and the sum of et ¢laims incurred and
undérwriting expenses including commissions, premium taxes and general expenses) was $95.9 million in Q3 06,
down from $116.7 million in Q3 05. The Q3 06 claims ratio of 60.4% is 1.6 percentage points higher than in Q3 05.
The expense ratio increased from 28.9% to 29.5%, resulting in a combined ratio of 89.9% for Q3 06, up from 87.7% in

. Q305 -

Underwriting income was $341.5 million YTD 06, down $69.9 million from YTD 05. The YTD 06 claims ratio of
57.3% is 0.9 percentage point higher than YTD 05. The expense ratio increased from 29.3% to 30.7%, resulting in a
combined ratio of 88.0% for YTD 06, up from 85.7% YTD 05.

The major changes in underwriting income were shown previously in the table under “Overall Performance”.

Favourable prior year claims development was $69.1 million in Q3 06, a decrease of $24.5 million from Q3 05. YTD
06 favourable prior year claims development was $145.6 million, $83.0 million less YTD 06 than YTD 05. The Q3 06
development is somewhat higher than historical levels, but below the exceptional level experienced in 2005,

Current accident year underwriting income, excluding Facility Association residual market and catastrophes, improved
by $0.3 million in Q3 06 over Q3 05 despite average eamed premium rate reductions of 2.7%. Current accident year
underwriting income, excluding Facility Association residual market and catastrophes, decreased by $28.2 million in
YTD 06 over YTD 05. '

General expenses were $5.4 million higher in Q3 06 compared to Q3 05 primarily due to lower fees from our service
carrier operation of $7.6 million and were $28.8 million higher in YTD 06 compared to YTD 05 primarily due to
lower fees from our service carrier operated on behalf of Facility Association of $14.4 million and higher advertising
expenses of $7.8 million. '

Industry pools consist of the so—called “residual market”, as well as risk-sharing pools (RSP), in Alberta, Ontario,
Quebec and New Brunswick. These pools are managed by the Facility Association except for the Quebec RSP,
Transfers in and out of these pools, on balance, resulted in underwriting income for the current accident year that was
$11.6 million higher in Q3 06 than in Q3 05 and $0.7 million lower in YTD 06 than YTD 05.

Several storm related catastrophes (defined as events resulting in expected net claims incurred of $5.0 million or more)
occurred in Q3 06, totalling $27.4 million and $32.7 million for YTD 06. This compares to $35.8 million in Q3 05 and
$78.2 million for YTD 05. : '




Summary of Quarterly Results -

{in millions of dollars, except per 2006 2005 - 2004
* share data) ‘
Q3 Qz - Q4 Q3 Q2 Q1 Q4 Q3
Direct premiums written $1,038.1 $1,1762 3 Bi25 "85 9050 § 1,006.5 3‘1,171.4 . § 8219 - $ 885.0 $ 52].6
Total revenues 1,080.2 1,096.7 1,133.8 L1116 1,123.3 L1123 l,098.8I 1,004.7 919.7
Underwriting income 95.9 165.6 79.9 126.3 . 1167 179.8 1149 1184 133.7
Income before incople taxes 218.7 295.7 2684 269.3 269.3 3236 228.6 229.7 217.1
Net income I 156.8 205.9 1859 196.9 202.8 2236 1.58‘.5 173.1 163.6
Combined ratio (%)} 89.9 82.7 915 86.9 87.7. 81.2 88.1 - 86.7 83.9
Earnings per share ' . . .
Besic L17 1.54 1.39 1.47 1.52 1.67 1.19 1.69 1.75
Diluted . 117 1.54 1.39 1.47 1.52 1.67 L19 -1.67 1.75
Eamings per adjusted share® ' ;
Basic pro forma 117 1.54 . 139 147 1.52 1.67 1.19 1.35 1.27
Diluted pro forma 117 1.54 1.39 147 1.52° 1.67 1.19 1.29 1.22

" (1) To facilitate comparison of perfoermance between quarters, management has calculated basic éaminés per adjusted share, a non-

GAAP measure, on a pro-forma basis as if the 128.5 millipn common shares outstanding after our reerganization and
completion of the initial public offering were outstanding at the beginning of each of the quarters prior to 2005. Diluted
eamnings per adjusted share, another non-GAAP measure, is calculated as if the 133.7 million common shares, the difference

being the shares issued in January 2005 as part of the over-allotment granted to the underwriters, had been outstanding during

each of the quarters prior to 2005, Net income used for the pro-forma carnings per adjusted share calculations has not been

adjusted for interest income and expense that would have been realized by the Company from investing the net proceeds of the

initial public offering and reducing the debt outstanding.

Seasonal Indicator 2005 2004 2003 3-year average
Q1 1.02 1.10 1.06 1.06
Q2 0.94 0.92 0.95 0.94
Q3 1.02- 0.98 0.96 0.98
Q4 1.01 1.01 1.04 1.02

The seasonal indicator is a non-GAAP measure which represents the ratio of the quarterly combined ratio to the annual
combined ratio. Historically, the seasonal indicator pattern shows that Q2 is the lowest loss quarter and QI is the

highest loss quarter.
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Segmented Information

We report our results on the basis of five segments comprised of: the three segments of our property and casualty
insurance business (personal insurance, commercial insurance and the investment results of our P&C insurance
subsidiaries), corporate and other, and realized investment and other gains.

The following table presents selected information on our business segments.

(in millions of dollars)

Revenue

Net premiums eamed
Personal insurance
Commercial insurance

Total net premiums earned
Investments
Total P&C insurance

Corporate dfid other
Realized investment and other gains

Total revenue
Income before income taxes

Underwriting income
Personal insurance
Commercial insurance

Total underwriting income
Investments '
Total P&C insurance

Corporate and other
Realized investment and other gains

Total income before income taxes

Three months ended

September 30

2006 2005
$ 6725 $ 6686
282.0 286.4
954.5 955.0
718 847
31,0323 510397
12.1 16.8
338 66.8
31,0802 51,1233
$ 585 $ 73S
374 432
95.9 ' 116.7
74.0 790
S _1699 51957
13.0 6.8
s 2187 3 2603

Nine months ended
September 30
2006 . 2005
$1,997.7 $2,009.8
849.4 869.1
2,847.1 2,878.9
2327 249.3
53,0798 33,1282
52.6 500 ..
1782 - 156.3
533106 : £333.5
$ 2000 .'§ 2688
141.5 142.6
341.5 4114
2172 232.4
§ S587 S 6418
459 21.5
© 1782 . 156.3
S 78R8 R4
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Personal Insurance

The following table presents the direct premiums written and underwriting income of our personal insurance segment.

(in millions of dollars) Three months ended -, Nine months ended
September 30 September 30
2006 2005 2006 ) 2005

Direct premiums written )
Personal automobile - ' $519.3 : $514.0 - $1,508.4 $14747

Personal property 2418 2217 637.9 5925
Total direct premiums written S 760.8 57387 $2,1463 - 120672
Net premiums eamed . v $672.5 $668.6 $1,997.7. $2,009.8
Expenses
Claims and loss adjustment expenses 427.8 4113 1,217.1 1,184.1
Commissions ' 103.2 104.7 - 326.2 3239
Premium taxes 235 230 " 686 69.1
General expenses ' ' 594 56.1 185.8 1639
Total expenses 613.9 5951 1,797.7 L2410
Underwriting income S SR6 § 738 S_2000 82688
Ratios
Claims ratio , 63.6% 61.5% 60.9% 58.9%
Commissions ratio - 153% 15.7% 16.3% 16.1%
Premium taxes ratio . 3.5% 3.4% 34% 3.4%
General expense ratio 8.8% 84% 9.3% ‘8.2%
Combined ratio M.2% _ 89.0% 89.9% 86.6%

Direct Premiums Written

Direct premiums written increased by $55.7 million, or 7.7%, in Q3 06 over Q3 05 ($98.7 million, or 4.8%, for YTD
06 over YTD 05) after excluding premiums from industry pools which decreased by $30.6 million ($19.5 million
decrease YTD 06). This premium growth occurred despite average rate changes which decreased written premiums by

- 2.9% in the current quarter and 3.1% for the year to date. Including written premiums from industry automobile pools,
direct premiums written increased by $25.1 million, or 3.4%, in Q3 06 over Q3 05 (YTD 06: $79.1 million, or 3.8%)
including written premiums.

The number of written insured risks for personal property increased by 3.3% in Q3 06 over Q3 05 (YTD 06: 2.9%)
while the number of written insured risks for personal auto increased by 5.4% in Q3 06 over Q3 05 (YTD 06: 4.1%).
The total number of written insured risks in personal insurance increased by 4.5% in Q3 06 over Q3 05 (YTD 06:
3.6%).




Net Premiums Eamned

Net premiums earned increased by $3.9 million, or 0.6%, in Q3 06 over Q3 05 (YTD 06: 0.6% decrease). These
figures reflect lower year-over-vear earned premiums from industry automobile pools which reduced premiums by
$17.8 million in the quarter and $38.4 million YTD. Premium rate reductions for personal automobile also impacted
direct premiums earned for this line of business for the quarter by 5.0% (YTD 06: 5.6%).

Underwriting Income

Underwriting income from personal automobile and property in total decreased by $14.9 million in Q3 06 over Q3 05
Y TD 06: $68.8 million) as the combined ratio increased by 2.2 percentage points (YTD 06: 3.3 percentage points). .

Favourable prior year claims development at $53.0 million, was down from $55.0 million in Q3 05 (YTD 06: $107.0

million, down from $164.8 million). '

Underwriting income from personal property increased by $6.1 million in Q3 06 (YTD 06: an increase of $56.8
million) on a decrease in the combined ratio of 4.0 percentage points (YTD 06: 10.2 percentage points decrease).
Underwriting income from personal automobile decreased by $21.1 million in the third quarter on an increase in the
combined ratio of 4.0 percentage points (YTD 06: $125.6 million on an increase of 8.2 percentage points). The decline
in underwriting income from personal automobile in the quarter reflects an increase of prior year claims development
of $4.7 million in Q3 06 compared to Q3 05, and a reduction by $43.8 million in YTD 06 compared to YTD 05, as
well as eamed premium rate reductions and increases in severity for the current accident year. Underwriting income
from industry pools increased $11.6 million Q3 06 over Q3 05.

The current accident year loss ratio in personal insurance, excluding catastrophes for Q3 06 is 1.3 percentage points
higher than that of Q3 05 and 0.5 percentage point higher for YTD 06 than YTD 05, primarily because of eamed
premium rate reductions for auto. The current accident year loss ratio is defined as claims and loss adjustment
expenses incurred for only the current year excluding all other claims and loss adjustment expenses incurred during
the calendar year expressed as a percentage of net premium earned.

Our personal insurance expense ratio was 27.6% in Q3 06 compared to 27.5% in Q3 05 (YTD 06: 29.0% compared to
27.7%). The commissicn ratio was 15.3% in Q3 06, a decrease of 0.4 percentage point (YTD 06: 16.3%, an increase
of 0.2 percentage point). The general expense ratio increased by 0.4 percentage point to 8.8% in Q3 06 (YTD 06:
increase of 1.1 percentage points to 9.3%). '




Commercial Insurance . : I

The following table presents the direct premiums writien and underwriting income of our commercial insurance
segment.

(in millions of dollars) Three months ended Nine months ended
September 30 September 30
2006 2005 : 2006 - 2005
Direct premiums written
Commercial automobile $ 749 - § 736 $2456 $2458
Commerciel other 2023 1972 634.8 6869
Total direct premiums written 52772 £ 2708 S.880.4 59127
Net premiums earned ' $2820 $ 286.4 $849.4 $ 869.1
Expenses .
Claims and loss adjustment expenses 148.8 150.7 414.8 438.4
Commissions _ : 574 561 177.0 177.6
Premium taxes 10.4 10.5 30.6 319
General expenses ‘ . 281 259 ‘85,5 78.6
Total expenses 244.7 2432 707.9 7265
Underwriting income i 373 3432 1415 31426
Ratios
Claims ratio . | 52.7% 52.6% 48.8% . 50.4%
Commissions ratio 20.3% 19.6% 20.8% 20.5%
Premium taxes ratio 3.7% 3.7% 3.6% 3.7%
General expense ratio 10.0% 9.0% . 10.1% . 9.0%
Combined ratio 86.7% B4.9% 83.3% §3.6%,

Direct Premiums Written

Direct premiums written decreased by $5.7 million, or 2.0%, in Q3 06 over Q3 05 after excluding the AGR business of
$(12.2) million (YTD 06: $32.3 million decrease, or 3.5%, after excluding AGR of $20.0 million). The number of
written insured risks decreased 1.0% from Q3 05 (YTD 06: 0.5% decrease). :

Net Premiums Earned

Net premiums earned decreased by $4.4 million, or 1.6%, in Q3 06 over Q3 05 (YTD 06: decrease of $19.7 million, or
2.3%). ' S
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Underwriting Income .

Underwriting income from commercial insurance decreased $5.9 million in Q3 06 over Q3 05, and the combined ratio
rose by 1.8 percentage points (YTD 06: $1.1 million decrease despite a 0.3 percentage point improvement). The
current accident year loss ratio, excluding catastrophes, for Q3 06 is 4.8 percentage points lower than that of Q3 05

due primarily to commercial non auto, which experienced lower severity compared to Q3 05. This improvement in

current accident year results was more than offset by a $22.5 million decrease in favourable prior year claims
development in Q3 06 compared to Q3 05. While prior year claims development for commercial insurance was at
historical levels, it was below the extraordinary level of Q3 05. The lower current accident year loss ratio for YTD 06
of 2.8 percentage points is more than offset by a $25.3 million year over year decrease in favourable prior year claims
development.

Our commercial insurance expense ratio was 10.0% in Q3 06 compared to 9.0% in Q3 05 (YTD 06: 10.1%, up from
9.0%). The commission ratio increased to 20.3% in Q3 06 from 19.6% in Q3 05 (YTD 06: 20.8%, up from 20.5%).

Personal and Commercial Insurance

For convenience, the following table presents the direct premiums written and underwntmg income of both the
personal and commercial insurance segment : ‘

(in millions of dollars) ' Three months ended Nine months ended
September 30 September 30
2006 2005 2006 2005

Direct premitms written
Automobile $ 5942 $ 5876 T 31,7540 $1,720.5
Personal property and commercial other 4419 © 4189 12728 1,279.4
Total direct premiums written 51,0381 110065 $30268 S__ZM
Net premiums earned ' $ 9544 $ 9550 ’ $ 28471 $ 28789
Expenses
Claims and loss adjustment expenses 576.5 562.0 1,631.9 1,622.5
Commissions 160.6 160.8 503.2 501.5
Premium taxes 339 335 99.2 101.0
General expenses 875 82,0 : 2113 2425

Total expenses . B858.5 £38.3 2.505.6 24675
Underwriting income ' $ 959 s _1167 § uLS S 4114
Ratios .
Claims ratio . 60.4% 58.8% - 573% 56.4%
Commissions ratio 16.8% 16.8% 17.7% 17.4% .
Premium taxes ratio - 3.5% 3.5% 3.5% 3.5%
General expense rtio 9.2% . 8.6% 9.5% 84%
Combined ratio : 89.9% 81.3% 88.0% . 85.7%




Investment Income

The fotlowing table presents the results of our investment segment.

(in millions of dollars) Three months ended - ' Nine months ended
September 30 September 30
2006 2008 . 2006 2005

Interest income ) 5412 $473 $1276 51572
Dividend income 373 345 107.8 90.4
Other ©n - 29 2.0 in
Investment income from P&C ) ‘ .

subsidiaries _ "$TI8 $847 232 $2493
Investment expenses : : (3.8) (5.6) (15.5) (16.9)
Investment income from P&C

subsidiaries after investment .

expenses 574.0 5791 52172 5294

" Investment income decreased $6.9 million in Q3 06 over Q3 05 (YTD 06: $2.1 million decrease). The YTD 06 figure
excludes the non-recurring interest in Q2 05 of $14.5 million related to the 2001 Portfolio Purchase.

Average pre-tax yield on invested assets was 4.9% for Q3 06 compared to 5.1% Q3 05 (YTD 06: 4.9%, compared to

YTD 05: 5.0%). This yield is calculated using the investment income of the P&C companies for the period excluding
primarily realized gains and losses divided by the average invested assets of the P&C companies calculated monthty

including cash equivalents but excluding cash balances. '

Investment expenses totalled $3.8 million in Q3 06, down §1 .8 million from Q3 05 (YTD 06: $15.5 million, down
$1.4 million). Investment expenses of $1.4 million were charged to Corporate & Other in Q3 06. These expenses are
primarily asset management charges paid to our in-house investment operations, with an equivalent amount reported
as a negative expense in the corporate and other segment; both entries are climinated on consolidation of the financial
statements.

Our investment income segment and the above analysis only includes income on investments in our P&C subsidiaries.
“Income on investments at the holding company is included in the corporate and other segment.




Corporate and Other

The following table presents the results of our corporate and other segment including the results of our brokerage
operations (Canada Brokerlink, Grey Power and Equisure), our investment management company and inter-company
eliminations, primarily commissions and general expenses.

(in millions of dollars) 7 Three months ended Nine months ended
September 30 September 30
2006 2005 2006 2005

Investment income $85 $ 34 $24.9 $10.7
Commissions and advisory fees ' 3.6 134 . 211 393
Revenue , 121 168 326 500
Commissions (21.4) 4.4) (45.8) (13.3)
General expenses 19.2 124 47.2 359
Interest on debt 13 2.0 53 6.0
Expenses 0.9) 10.0 - 6.7 28.6
Income hefore income taxes $13.0 5S_68 3459 5214

Corporate and other revenue increased $2.6 million in YTD 06 compared to YTD 05 due to increased investment
income resulting primarily frormn higher interest income on larger cash balances in the holding company, offset by
lower mutual fund advisory fees and lower commissions. The commission revenue for the quarter is lower due toa

_reclaSSIﬁcatwn to commissions expense relating to Q2 06.

Commissions expense is negative due to the inter-company eliminations of commissions paid by our insurance
companies to our brokerage companies.

Realized Investment and Other Gains

The following table presents realized investment and other gains.

(in millions of dollars) Three months ended ) Nine months ended

September 30 ' September 30

2006 2005 2006 2005
Realized investment and other gains
Fixed income $ 39 $21.7 ‘ $ 170 $ 578
Equities 438 38.4 150.9 90.8
Other ' (11.9) 6.7 103 12
Total 3358 L1668 L1782 £1563
After-tax total $245 £513 | 51199 1186

Realized investment and other gains decreased $31.0 million in Q3 06 over Q3 05 (YTD 06: $21.9 million increase).
Fixed income gains dropped primarily as a result of less trading activity. Other gains of $(11.9} million in Q3 06

- (YTD 06: $10.3 million) are primarily due to gains and losses on interest related and total return derivatives. The total

return derivatives are marked to market through the income statement while the associated investments are carried at




cost. These derivatives had a gain of $2.0 million in YTD 06 while the associated investments had an unrealized loss
at September 30, 2006, of $1.5 million. During the quarter, these derivatives had a loss of $8.8 million, and an
unrealized gain in the associated investments of $10.4 million. .

Bﬁl_ance Sheet Analysis

Premiums and Other Receivables

Premiums written are either billed to brokers or billed to policyholders directly. As at September 30, 2006, premium
receivables from brokers stood at $128.8 million and $1,248.0 million from policyholders. As at December 31, 2005,
premium receivables from brokers stood at $129.0 million and $1,120.0 million from policyholders.

Other receivables comprised $204.7 million (December 31, 2005: $195.0 million) from the Facility Association and
other industry pools, $31.2 million (December 31, 2005: $31.3 million) from other insurers and $36.0 million
(December 31, 2005: $43.2 million) from other.

Investments

The book value of cas;h and cash equivalents and investments increased by $214.5 million, or 3.0%, to $7.3 billion at
September 30, 2006, compared to December 31, 2005. ' o

The following table presents our cash and invested assets as at September 30, 2006 and December 31, 2005.

(in millions of dollars) As at September 30, 2006 " As at December 31, 2005
Book value % of BV  Fair value BV %of BV Fair value

(BV)
Cash and cash equivalents $ 128 02% $5 128 " § 3411 4.8% $ 3411
Short-term notes .763.5 10.5% 763.5 L4404 6.2% 440.4
Fixed income securities 3,260.6 44.8% 3,297.9 3,520.8 49.9% 3,595.8
Commercial mortgages ‘ © 603 . 0.8% 623 . 704 1.0% 731
Preferred shares 1,395.5 19.2% 1,439.3 1,257.3 17.8% 1,319.9
Common shares 1,612.2 22.1% 1,664.7 1,266.5 17.9% 1,430.4
Other investments 171.7 2.4% 171.7 165.6 24% © 1656
Total investments and cash

$2,276.6 0%  £74122  $7,062.1 @ 100.0% $7.366.3 |

Our investment objectives remain generally consistent with the objectives presented in the 2005 Annual Information
Form. The Company uses derivative financial instruments for hedging purposes, and for the purpose of modifying the
risk profile of the investment portfolio, as long as the resulting exposures are within the investment policy guidelines.
Beginning in 2006, we broadened our investment strategy by expanding our equity portfolio, entering into total return
swap transactions, investing in investment grade international bonds and using other derivatives to support the
management of our fixed-income portfolio. '
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- Unpaid claims and loss adjustment expenses, net of reinsurers’ share (“claim liabilities") increased by $28.7 million

In Q3 06, $127.0 million of our cash was used to pay off our outstanding debt, owed to an affiliate. Additionally, cash
of $14.5 million in the quarter (YTD 06: $49.7 ﬁlillion) was used for net acquisitions of brokérages and books of
business which resulted in an increase in goodwill of $9.6 million (YTD 06: $30.1 million) and intangible assets of
$6.3 million (YTD 06: $27.0 million). '

As at September 30, 2006, the weighted avefage rating of our fixed-income portfolio was AA and the weighted
average rating of our preferred share portfolio was P2 (ratings are by Standard & Poor’s (“S&P”) or Dominion Bond
Rating Services). Approximately, $36.9 million of securities with a rating below investment grade were included in
the fixed income and preferred share portfolios at September 30, 2006, compared to $16.1 million as at December 31,
2005.

Other investments consist of loans to brokers with a book value of $156.6 million as at September 30, 2006 ($151.4

million as at December 31, 2005), and investments in brokerages with a book value of $15.1 million as at September
30, 2006 ($14.2 million as at December 31, 2005). In addition, there are long-term investments related to investment
in brokers which are equity accounted for $44.3 million as at September 30, 2006 ($41.6 million as at December 31,
2005).

Unpaid Claims and Loss Adjustment Expenses

during the first nine months of 2006 to $3,519.8 million at September 30, 2006.

Claim liabilities, which are measured using accepted actuarial practice, take into account the time value of money and
provisions for adverse deviation. Changes in these estimates will affect the valuation of the claim liabilities. Discount
rates are consistent with thoseused at year-end 2005, The provisions for adverse deviation were also set on a basis
consistent with those used at year-end 2005. ‘ -

The claim liabilities used in the tables below are taken from the financial statements, are discounted and include a
provision for adverse deviation. The cumulative payments are not discounted and do not include a provision for
adverse deviation, The net effect of the discount rates and the provision for adverse deviation is that booked claim
liabilities are slightly higher than undiscounted best estimates (by approximately 2.0% at year-end 2005).

We have taken the positive claims development for both the current and pﬁor accident years into account in arriving at
our best estimate of claim liabilities. The favourable claims development largely results from cost containment
associated with the automobile reforms which appear to be sustainable, and continued low frequency of claims. Both

" factors have been more favourable than previously anticipated.
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Claims Development -

The favourable claims development of all prior accident years during the first nine months of 2006 was $145.6
million, or 4.2%, (Q3 06: $69.1 million) compared to $228.6 million YTD 05 (Q3 05: $93.6 million) with every
accident year being favourable. This development came mainly from automobile insurance in the amount of $126.8
millior, including $11.8 million from assumed pools. It includes favourable development on known cases as well as
the favourable impact resulting from the quarterly reserve analysis. The remaining favourable development came from
commercial other in the amount of $30.1 million. Conversely, we experienced $11.2 million of unfavourable
development in personal property.

The following table shows the development of the claim liabilities for the 10 most recent accident years with
subsequent development estimated for each accident year up to September 30, 2006. The original reserve estimates are
re-evaluated over time for redundancy or deficiency. This re-evaluation is based on actual payments in full or partial
settlement of claims as well as on current estimates of claim liabilities for claims still open or claims still unreported.

(in millions of dollars) ] . Accident year

. 2005 - 2004 2003 2002 2001 2000 199% 1995 1997 1996 & prior-
Rescrve originally estimated 51,118.8 SL1ITT < $9732 5838.6 57290 $655.5 $587.0 §548.1 5‘557.2 £1,121.2

Reserve re-estimated as of ¢ . ]
One year later $1,070.8 59772 $908.4 $848.3 37904 $655.4 5580.6 $524.5 3431.9 $1,069.6
Two years later 9296 Big3 3432 804.2 696.2 607.9 525.7 417.1 1,097.8
Three years later : 801.8 8347 8032 T12.0 6372 5211 411.5 - 1,078.5
Four years later . 826.3 915 ) 705.1 6428 535.6 4319 1,031.9
Five years later R - 782.3 6947 . 6443 5370 4309 1,028.0
Six years later ' 690.4 630.1 534.4 436.3 1,028.7
Seven years later . 6265 541.3 434.6 CLo272
Eight years later ' ‘ ‘ - . 5388 43355 1,032.4
Nine years later ‘ ' : S 496 1,029.5
Ten yean'latcr 1,027.8
Cumulative deficiency (redundancy) (48.0) (188.2) (1714 (12.4) 3.3 4.9 395 - (9.3) (121.6) 934
C@N% (I68%  (176)% (L.5)% 73% 53% 6.7% (% (229% @3%

Development during Q3 of $(65.1)
million $(21.1) $(19.4) $(1.5) s34 $(4.3) $(2.8) $(3.3) $(0.9) $(1.0) 517
4% (1.7% 0.9% (0.9)%  (0.6)% _(0.4)% . 0-6)% 0% % 0.1)%
Development during 2006 of :
$(145.6) mitlion $(48.0) $(47.6) $(16.4) $(8.4) $(92) $(4.3) $(3.6) $(2.5) $(3.9) (L7
“N% “.n% an%  (1.0% 1.9)% 0.0% ©.6)% 05% (0% 02)%
*last diagonal 2s of Scptember 2006

Cumulatively, we have experiencéd favourable development for accident years 2005, 2004, 2003, 2002, 1998, 1997,
1996 and prior years and unfavourable development for accident years 2001, 2000 and 1999. In the years in which
unfavourable development occurred, the overall P&C insurance industry had similarly poor development. This
negative development was mainty caused by unexpected changes in claim patterns, in particular in automobile
insurance claims in Ontario. '




Reinsurance

Policy liabilities ceded to reinsurers were $292.4 million at September 30, 2006 and $347.8 million at December 31,
2003. Policy Labilities include unearned premiums and unpaid claims and adjustment expenses. At September 30,
2006, 14.5% (December 31, 2005: 17.7%) of the reinsured policy liabilities were to ING Re, an affiliate. We also have
reinsurance treaties with a number of unaffiliated reinsurers of which substantially all meet our ﬁnanc:al strength
rating requirements. '

In 2006,‘ for multi-risk events or catastrophes, our retention is $25.0 ‘million with a reinsurance coverage limit of

$1.25 billion. We retain 20.25% of the exposure between $25.0 million and $50.0 million, 10% of the exposure
between $50.0 million and $100.0 million, and 9.5% of the exposure between $100.0 million and $600.0 million. For
2005, our retention was $17.5 million with a coverage limit of $1.2 billion and 10% retention of the exposure between .
$25.0 million and $600.0 mlllmn

Following industry practice, our reinsurance recoverables with licensed Canadian reinsurers (September 30, 2006:
$226.0 million; December 31, 2005: $264.5 million) are generally unsecured because Canadian regulations require
these reinsurers to maintain minimum asset and capital balances in Canada to meet their Canadian obligations, and
policy liabilities take priority over the reinsurer’s subordinate creditors.

Reinsurance recoverables with non-licensed reinsurers are secured with cash, letters of credit and/or assets held in trust
accounts, The Company was the assigncd beneficiary of such trust accounts from unlicensed reinsurers totalling $85.3
millien at September 30, 2006 (December 31, 2005: $98.4 million) in support of policy liabilities of $66.4 million at
thi's same date (December 31, 2005: $83.3 million). At September 30, 2006, these amounts included $58.2 million
(December 31, 2005: $74.3 million) from an affiliated reinsurer which related to policy liabilities of $42.4 million
{December 31, 2005: $61.6 million). We can use these trust accounts if the reinsurers are unable to meet their
obligations.

Share Capital

As of November 9, 2006, there were 133.7 million common shares and one Special Share issued and outstanding. The
Special Share is convertible into one common share. ING Groep N.V. (ING Groep) holds approximately 70% of the
issued and outstanding common shares and the Special Share.

A Long-Term Incentive Plan (LTIP) was implemented for certain employees commencing in 2005, Under this plan,
these employees are awarded performance units as a portion of their compensation. Each award vests at the end of a
three-year performance cycle. The actual award varies based on a performance target driven by comparing the
Company’s three-year average retum on equity relative to that of the Canadian property and casualty insurance
industry. The actual award may only be in common shares. Accordingly, this type of compensation is recognized as an
expense with a corresponding increase to contributed surplus. The Company re-estimates the number of performance
units that are expected to vest at each reporting period. The estimate at September 30, 2006 was 199,731 units for the
2006-2008 performance cycle with a per unit fair value at grant date of 36 dollars and 79 cents and 347 ,030 units for
the 2005-2007 performance cycle with a per unit fair value at grant date of 26 dollars and 30 cents. At the time of the
actual award, the Company intends to purchase shares in the market in an amount equal to the number of vested
shares.
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Effective July 1, 2006, employees who are not eligible for the LTIP are entitled to make contributions in accordance
with & voluntary employee share purchase plan (ESPP). Under the ESPP, eligible employees can contribute up to 10%
of their base earnings through payroll deduction. As an incentive for participation in the plan, the Company will
contribute an amount corresponding to 50% of the employee contribution. The shares are bought on the market by an
independent broker and are held by a custodian on behalf of the employees. The shares bought with the Company’s
contributions are subject to certain restrictions for a period of twelve months.

Liquidity and Capital Resources
We continue to enjoy high liquidity and a strong capital base.
Liguidity

Net cash provided by operating activities was $196.0 million in Q3 06 compared to $175.4 million in Q3 05 (YTD 06:
$327.0 million; YTD 05: $451.2 million). Our total cash and cash equivalents were $12.8 million at September 30,
2006.

No significant capital expenditures are currently planned other than on-going software projects for which costs of
$11.3 million were capitalized in YTD 06.

We have an uncommitted revolving credit facility of $50.0 million with the Royal Bank of Canada, which was
undrawn at September 30, 2006.

Our outstanding debt of $127.0 million, owed to an affiliate, was repaid in August 2006,
Capital

The Company has sufficient capital to support business growth with our insurance subsidiaries having capital of
$672.6 million in excess of the minimum supervisory target of 150%, as calculated under the Minimum Capital Test
(MCT) at September 30, 2006 (December 31, 2005: $718.0 million). The decrease in the MCT is primarily due to the
decrease in net unrealized gains. Because we manage our companies as a group, we report our combined capital _
position but we also ensure that each insurance company meets all regulatory requirements including the MCT. Our
insurance companies are parties to a participation agreement which combines the underwriting results of all the
companies with the outcome that each company has a proportion of underwriting results, and the loss ratio and

- expense ratio are the same for each company.
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The following table presents the minimum capital test (MCT) of our insurance subsidiaries with a total for all
companies. ‘

MINIMUM CAPITAL TEST (MCT) — P&C COMPANIES .
(in millions of ddllm) ING Nordic ING Belair Trafalger
Insurance Insurance ®*  Novex Ins Insurance Insurance Total

At Scpiember 2006
Total capital available [a) - $1,073.1 $971.4 5450 §267.6 $50.8 52,4260
Totat capital required ] 5598 486.3 142 90.5 181 11688
Excess capital [a] - [b] s 5133 $ 4911 $33.8 S17M2 $41.7 - $1250)
MCT % [a]/ b} 191.7% _201.0% 3383% - 295.8% 3308% - 2075%

- Excess 2t 150% . $ 2334 $2479 $26.7 $131.9 sn7 S 616

At December 2005 .
Total capital available [a) $1,028.7 $997.0 $43.0 $23314 $51.9 $23540
Total capital required ’ v 546.6 4298 142 826 17.4 1.090.6
Excess capital [21-®] $ 4821 $ 5672 $28.7 T 51508 $345 $1.2633
MCT % [2]/b] 188.2% 232.0% 3022% 282.6%" © 298.5% 2158%
Excess ai t50% $ 2088 $352.3 $21.6 $109.5 $258 S 7180

* Allianz Insurance Company of Canada and The Nordic Insurance Company of Canada amz.llgamatcd under the name of The
Nordic Insurance Company of Canada on April 1, 2006. The above information has been presented as if the amalgamation had
occurred on January 1, 2005. .

The total amount of dividends available for payment frem our subsidiaries during 2006 is $112.3 million plus any .

2006 eamnings. This amount is calculated based on dividend restrictions under applicable insurance laws but is subject
to MCT limitations.

The Board of Directors of the Company declared quarterly cash dividends of 25 cents per common share for a
cumulative amount of $100.3 million in 2006.

" In September 2005, ING Canada fited a short-form base shelf prospectus allowing the Company to offer a total of up

to $1.0 billion in any combination of debt, preferred or common shares securities over a 25-month period. No debt,
preferred, or common shares have been issued under this prospectus.

ING Canada’s insurance subsidiaries have a financial strength and long-term counterparty credit rating of A+ from

Standard & Poor’s. The ING Canada group of companies enjoy a financial strength rating of A+ from A.M. Best and
ING Canada Inc. holds a senior unsecured debt rating of A (low) from Dominion Bond Rating Service.
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Transactions with Related Parties

We have ongoing transactions with related parties. These transactions consist mostly of (1) management and advisory '
services provided by ING Groep and affiliated companies, (2) reinsurance by an affiliated company and (3) financing
by ING Groep. These transactions are carried out in the normal course of operations and are measured at the amount
of consideration paid or received as established and agreed by the related parties. We believe that such exchange
amounts approximate fair value. '

In addition, we have related party transactions with investees accounted for as long-term investments. These
transactions consist of loans and commission expenses.

Note 5 to the accompanying interim consolidated financial statements (unaudited) provides additional information on

" related party transactions.

Risk Management

As a provider of insurance products, risk management is necessary to protect the interests of both our customers and
our shareholders. We are exposed to potential loss from various market risks, including interest rate risk, equity market
fluctuation risk, credit risk, liquidity risk, and to a lesser extent, foreign currency risk and derivative risk. We
described these risks on pages 36 to 38 of our 2005 Annual Report. These risks remain the same in 2606.

Critical Accounting Estimates and Assumptions
Qur critical accounting estimates and assumptions were disclosed on pages 38 to 40 of our 2005 Annual Report. There

are no new critical accounting estimates or assumptions. These estimates and assumptions are mainly about (1)
reserves for claims and expenses, (2) impairments of investment securities, (3) amounts recoverable from our

reinsurers, (4) goodwill and (5) income taxes. The above noted estimates and assumptions (1), (3) and (4) will impact

the personal insurance and commercial insurance segments, (2) will impact the realized investment and other gains
and (4) will also impact the corporate and other segment. '

These estimates and assumptions may be updated based on new information and could therefore change and affect
future results.

Accounting Policies Update

The Company now applies hedge accounting for certain new hedging instruments, as described in note 1 to the
accompanying interim consolidated financial statements (unaudited).

Effective January 1, 2007, the Company will apply the new provisions of the Canadian Institute of Chartered
Accountants handbook on accounting for financial instruments. The new sections will affect the accounting for
financial instruments and hedges and will introduce the new comprehensive income statements. Under the new rules,
most of the financial assets previously recorded at cost will then be marked to market. Consequently, the claim .
linbilities will then be discounted using a market rate instead of a book rate. These changes are not expected to have a
significant impact on the MCT,
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The Company expects to classify the majority of its investments as available for sale. The corresponding changes in
market value will be reflected in other comprehensive income. The unrealized gains and losses as at January 1, 2007,
will be accounted for as an adjustment in accumulated other comprehensive income.

To reduce income statement volatility, the Company intends to classify at fair value through income a portion of its
investments to back actuarial liabilities. The unrealized gains and losses as at January 1, 2007, will be accounted for as
an adjustment to retained earnings, '

Recent Developments

_ There have been no notable developments subsequent to September 30, 2006.

Cautionary Note Regarding Forward-Looking Statements

Certain statements in this report about our current and future plans, expectations and intentions, resuits, levels of
activity, performance, goals or achievements or any other future events or developments are forward-looking
statements. The words "may,” "will,” "would,” “should,” "could,” "expects,” "plans,” "intends,” "anticipates,”
"believes,” "estimates,” "predicts,” "likely” or "potential” or the negative or other variations of these words or other
similar words or phrases identify such forward-looking statements. - -

Forward-looking statements are based on estimates and assumptions made by us based on our experience and view of
historical trends, current conditions and expected future developments, as well as other factors that we believe are
appropriate in the circumstances. Many factors could cause our actual results, performance or achievements or future
events or developments to differ materially from the forward-looking statements. These factors include, without
limitation, the following: our ability to implement our strategy or operate our business as we expect; our ability to_
accurately assess the risks associated with the insurance policies that we write; unfavourable capital market
developments or other factors which could affect our investments; the cyclical nature of the P&C insurance industry;
our ability to accurately predict future claims frequency; government regulations; litigation and regulatory actions;-
periodic negative publicity regarding the insurance industry; intense competition; our reliance on brokers and third
parties to sell our products; our ability to successfully pursue our acquisition strategy; the significant influence of ING
Groep; our participation in the Facility Association (a mandatory pooling arrangement among all industry
participants); terrorist attacks and ensuing events; the occurrence of catastrophic events; our ability to maintain our
financial strength ratings; our ability to alleviate risk through reinsurance; our ability to successfully manage credit
risk; our reliance on information technology and telecommunications systems; our dependence on key employees;
general economic, financial and political conditions; our dependence on the results of operations of our subsidiaries;
the limited trading history of our common shares; the volatility of the stock market and other factors affecting our
share price; and future sales of a substantial number of our common shares. These factors should be considered
carefully, and readers should not place undue reliance on our forward-looking statements. We have no intention and
accept no responsibility to update or revise any forward-looking statements as a result of new information, future
events or otherwise, except as required by law, '
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ING Canada Inc.

i

EFONSOLIDATED BALANCE SHEETS {unaudited)
iin thousands of dollars)

As at
L September 30 December 31
2006 2005
Assefx I
Cash and cash equivalents $ 12,806 $ 341,138
Investments (note 2) 7,263,812 6,720,965
Accrued investment income 49,643 50,100
-Due from affiliated companies (note 5) 6,456 230
Premium and other receivables : 1,648,727 1,518,511
I Reinsurers’ share of unpaid claims and less adjustment expenses (note 4) 274,054 330,519
| Reinsurers’ share of uneamed premiums (note 4) 18,349 17,279
|| Deferred acquisition costs 399,721 381,992
.| Income taxes receivable 81,419 55,684
Other assets 197,517 182,119
Long-term investments 44,265 41,587
| Future income tax assets 85,904 141,101
| Intangible assets (note 7). 59,728 36,948
! Goodwill (note 7) 138,472 108,362
[
L $ 10,280,873 $ 9,926,535
1
|
» Liabilities
: Payable§ and other liabilities $ 801,054 $ 815674
I Due to affiliated companies (note 5) - 2,968
i Income taxes payable 34,247 67,705
,i.Unpaid clalms and loss adjustment expenses (note 4) 3,793,918 3,821,609
| Unearnéd premiums (note 4) 2,303,173 - 2,194,837,
; Uneamed reinsurance commissions 4,452 4,129
'Debt outstanding - 127,000
b R .
. 6,936,844 7,033,922
o Shareholders® equity
" 133,732,000 common shares and 1 Special Share 1,183,846 1,183,846
*Contributed surplus 92,751 89,713
Retained earnings 2,067,432 1,619,054
3,344,029 2,892,613
g $ 10,280,873 $ 9,926,535

‘See accompanying notes to interim consolidated financial statements




ING Canada Inc.

" INTERIM CONSOLIDATED STATEMENTS OF INCOME {(unaudited)

{in thousands of dollars except for per share amounts)

For the three m'onths ended

For the nine months ended .
September 30 September 30
2006 2008 2006 2005
Direct premiums written $ 1,038,132 $ 1,006,522 $ 3,026,781 $ 2,999,883
Net premiums written $1,013,701 $ 983,753 $2,954,311 $ 2,879,582
Revenue
Net premiums eamned $ 954,453 S '955,021 $ 2,847,046 ' '8 2,878,858
Investment income . 86,391 88,103 257,633 . 259,967
Net realized investment and other gains 35,757 66,811 178,219 156,307
Commissions and advisory fees 3,641 13,399 27,734 39,387
1,080,242 - 1,123,334 3,310,632 3,334,519
Expenses
Claims and loss adjustment expenses © 576,521 561,965 1,631,854 1,622,462
Commissions (note 5) 139,200 156,418 457,439 488,204 .
Premium taxes 33,894 33,474 T 99,162 100,961
General expenses 110,580 100,123 334,036 295272
860,195 851,980 2,522,491 2,506,899
Interest on debt outstanding . 1,328 1,99_1 5,309 5972
lnco.me before income taxes 2i8,719 269,363 782,832 821,648
Income taxes {note 6) 61,884 66,565 234,155 236,747
Net income $ 156,835 $§ 202,798 - § 548,677 $ 584,901 '
Basic and diluted earnings per share $ 1.17 $ 152 $ 4.10 5 438
Basic and diluted average number of common shares °
- 133,732 - 133,732 133,732 133,483 °

(in thousands) )

See accompanying notes to interim consolidated financial statements
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I:NG Canada Inc.

.! . ‘ .
INTERIM CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS® EQUITY (unaudited)

(Ein thousands of dollars)

For the three months ended

For the nine months ended

:?& accompanying notes to interim consolidated financial statements

September 30 September 30
2006 2005 2006 2005

Share capital

Balance; beginning of period $1,183,846 £1,183,846 $ 1,183,846 $ 1,052,290

Common shares issued - - - 136,032
-Share issuance costs, net of income taxes - - - (4,476)
Balance, end of period 1,183,846 1,183,846 1,183,846 - 1,183,846
i Contributed surplus

Balance, beginning of period 91,623 84,074 89,713 83,336

Stock-based compensation (note 9) 1,128 369 3,038 1,107
[Balance, end of period 92,751 _ 84,443 92,751 84,443
I o '

Retained earnings

{Balance, beginning of period 1,944;030 1,262,837 1,619,054 923,983
‘Net income 156,835 202,798 548,677 584,901
iDividends paid (33,433) (21,731} (100,299) (65,194)

Other - - - C - 214
.‘Balance, end of period 2,067,432 - 1,443,904 2,067,432 1,443.904

" Total shareholders’ equity $ 3,344,029 $2,712,193 $ 3,344,029 $2,712,193
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ING Canada Inc.

INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS (unaudited)

(in thousands of dellars)

For the three months ended

For the nine months ended

September 30 September 30
2006 2005 2006 2005

Operating activities
Net income $ 156,835 $ 202,798 $ 548,677 $ . 584,901
Adjustments to determine cash provided by operating activities:

Uneamned premiums and unpaid claims and loss adjustment

expenses, net 105,674 44,288 136,040 2,267

Net realized investment and other gains (35,757) (66,811) (178,219) (156,307)

Deferred acquisition costs, net . (10,857) 6,647) (17,406) (7,937

Future income taxes (10,863} (4,811) 47,7170 17,763

Amortization 369 9,967 7.903 26,475

Increase (decrease) in loan provision 92 (4,500) 146 (4,500)

Other, net 814 (135) 876 (943)
Changes in other operating assets and liabilities (10,263) 1,265 (218,819) (10,542)
Cash provided by operating activities 196,044 175,414 326,968 451,177
Investing activities
Proceeds from sale of investments (note 11) 4,283 491 2,743,505 13,991,732 8,451,826
Purchase of investments (note 11) (4,460,971) (2,574,138) (14,354,253) (8,436,064)
Purchase of brokerages and books of business, net (14,477) (21) 49,677) (12,391)
Proceeds from sale and leaseback of properties 174 - 29,977 -
Purchase of property and equipment and other, net (16,634) {7,986) , (45,780) (27,214)
Cash (used in) provided by investing activities {208,417) 161,360 {428,001) (23,843)
Financing activities
Dividends paid (33.433) (21,731) £ (100,299) (65,194)
Proceeds from capital issuance - - - 136,032
Debt repayment (127,000) - (127,000) (129,230)
Share issuance costs - - - (6,802)
Cash used in financing activities (160,433) . {21,731) (227,299) . (65,194}
Net (decrease) increase in cash and cash equivalents (172,306) 315,043 (32_8.332) 362,140
Cash and cash equivalents, beginning of period 185,612 129,570 341,138 82,473
Cash and cash equivalents, end of period $ 12,806 5 | 444,613 § 12,306 $ 444,613
Supplemental cash flow information:
Income taxes paid $ 65316 $ 67534 $ 245,668 5 317620
Interest paid on debt outstanding 3,982, 3,982 7,963 7,963

See accompanying notes 1o interim consolidated financial statements
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IING Canada Inc.

1

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited)

. b thons@nds of dollars)

1.

Basis of presentation

These unaudited interim consolidated financial statements have been prepared in accordance with Canadian generally
accepted accounting principles (“GAAP”) for interim financial statements and do not include all the information required for
complete financial statements. Except as described below, these interim consolidated financial statements use the same
accounting policies as were used for the Company’s consolidated financial statements for the year ended December 31, 2005
and should be read in conjunction with the Company’s annual consolidated financial statements for the year then ended.

Accounting policy for derivative financial instruments

The usage of derivative financial instruments was expanded in 2006. Derivative financial instruments are used for nisk
management (non-trading) purposes and for trading purposes. Currency swaps and forwards, and total return swaps are
held for non-trading purposes to mitigate foreign exchange and market risks. lnterest rate futures, optlons and swaps and
total return swaps are held for trading purposes,

The Company applies hedge accounting, for certain new hedging instruments, when requirements of the Canadian
Institute of Chartered Accountants (CICA) Handbook Accounting Gu1delme AcG-13 “Hedging Relationship™ are met

For derivative financial instruments held for non-trading purposes where hedge accounting'is applied, the accounting
policy is as follows;

(i) The Company formally documents all relationships between hedging instruments and hedged items, as well as its
risk management objective and strategy for undertaking its hedge transactions. The Company also formally assesses,
both at inception and on an ongoing basis, whether the derivative financial instruments that are used in hedging
transactions are effective in offsetting changes in fair values or cash flows of hedged items.

(ii) Hedge accounting is discontinued prospectively when the derivative financial instrument no longer qualifies as an
effective hedge or the derivative is terminated or sold. The fair value of the derivative financial instrument is then
. accounted for and the related gain or loss is deferred to be included in the consolidated statements of income during
the periods in which the hedged item affects eamings. Should the hedged item cease to exist, the gains or losses
deferred until then are immediately charged to income.
(m) Currency swaps are used to manage exchange risk related to certain investments in U.S. dollars. These derivative
financia) instruments are recognized at cost and foreign exchange gains and losses related to the hedged items are not
recognized until they are settled. :

For derivative financial instruments held for non-trading purposes where hedge accounting is not applied and for
dernivative financial instruments held for trading purposes, the instruments are recognized at their fair value, with changes
in the fair value reflected in the consolidated statements of income during the period in which they arrive.

The fair value of derivative financial instruments is based on the quoted market value at the balance sheet closing date. In

the absence of this information for a given instrument, different valuation models recognized by financial markets are
used to estimate such fair value.
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ING Canada Inc.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS {unaudited)

(in thousands of dollars)

1. Basis of presentation (conlimied)

Use of estimates

The preparation of interim financial statements in accordance with Canadian GAAP requires management to make
assumptions and estimates that affect the reported amounts of assets and liabilities at the dates of these interim consolidated
financial statements, the reported amounts of revenue and expenses for the periods, as well as the disclosure of contingent
assets and liabilities. These estimates are subject to uncertainty. Changes in estimates are recorded in the accounting period in
which these changes are determined. .

2. Investments

Tables 2.1 and 2.2 reflect the Company’s investments. Fixed income securities and preferred shares are classified by
investment grade and type of issuer.

Table 2.1 : As at September 30, 2006
: Book Fair " Gross Gross
value valug unrealized gains unrealized losses
Short-term notes S 763477 $ 763477 H - ) 5 -
Fixed Income secarities
Investment grade
Governmxent and government-guaranteed 2,000,896 2026316 26324 904
Corporate 952,662 965,561 15,690 2,791
Asset-backed ! 303,293 303,336 1,i85 1,142
" Below investment grade 37 2,686 - 1,085
Total fixed income securitics 3,260,622 3,297,899 43,199 5922
Mortgage loans 60,261 62,282 2021 -
Preferred shares o
Investment grade 1,362,444 I;405,6»95 53416 . 10,165
Below ifvestrnent grade 13,109 33,570 - 1,508 1,347 -
Total preferred shares - 1,395,553 1,439,265 . 55,224 11,512
Common shares 1,612,166 1,664,736 117,982 65412
Other investrments 171,733 171,733 - - -
$ 7,263,812 37399392 $218,426 382,846
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I
ING Canada Inc.

ll

MOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited)

1|
(In thousands of dollars)

Investments {continued)
Table 2.2 ' As at December 31, 2008
' Book Fair Gross Gross
vatue ) value unrcalized gains unrealized losses
Short-tertn notes - 5 440,435 $ 440435 _ $ - s -
Flxéd income securlties®
Investment grade
Gov end gover £ 4 2,043,548 o 2081519 52,545 4574
Corperate _ 1,147,089 1,173,535 ' 29,565 3,089
Asser-backed : . v 3260 327,780 2910 1304
Below investment grade 3,983 2950 - Y < I
Total fixed income,securities 3,520,764 © 3,595,784 - 85,020 10,000
Mortgage loans 70,347 73,108 2,761 -
Preferred shares ’
Investment grade 1,245,117 1304977 © : 65306 .- " 5445
Below investment grade . 12,149 14,905 2,79 40
Total preferred shares 1,257,266 ' 1,319,882 68,102 54386
" Cormon shares 1.266,550 1,430,440 183,641 18,751
Other Investments 165,603 165,603 .
$ 6,720,965 $7,025252 $339,524 $35,237

(a) Fixed income securities include private placements with a book value of $97,090 at September 30, 2006 (becember 31,
" 2005 - $31,618) and a fair value of $94,527 at September 30, 2006 (December 31, 2005 - $30,081).

The Company has investments in certain common shares and income trust units pursuant to a market neutral strategy. The
objective of this strategy, which consists of having both long and short equity positions, is to maximize the value added
from active management. Long and short positions are accounted for at cost. Long positions are included in “investments”.
Short positions are presented as other liabilities. ’

Table 2.3 summarizes the Company’s long and short positions pursuant to the market neutral strategy.‘

Table 2.3 As nt September 30, 2006 As at Decetnber 3, 2005
Book Fair Book Fair
value valoe value value
. Longposmom $74,157 s $ 130,401 $ 34,180
Short positions 73,245 . 71,968 30,233 - 34,220

The Company provides collateral for securities borrowed and deliveted pursuant to the sale of short securities. At
September 30, 2006, the book value of the collateral was $68,837 (December 31, 2005 - $32,041). ‘

To assess impairment, management reviews available current information for investments with fair values below their book
values to ascertain whether the book values are expected to be recovered. The impairment losses recorded for the three and
nine month periods ended September 30, 2006 were $3,848 and $13,457, respectively ($6,049 and $6,111, respectively, in
2005). ’
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ING Canada Inc,

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited)
(in thousands of dollars) ' '

3. Derivative financial instruments

Table 3.1 summarizes the fair value of the derivative financial instruments used by the Company.

Table 3.1 As at September 30, 2006 As at December 31, 2005 .

Positive Negative
fair vatue fair value

. Positive Negative
Net fair value . fair value Net

Held for non-trading purpeses

Where hedge accounting is applied .
Currecy swaps 51424 5 - 51,424 H - 5 - 5 -

Currency forwards purchased 13 - 15 ‘ - 18 (18)

- kx] (33) 86 - 36
Currency swaps ‘ 297 - 2297 . 3,003 - 3,003
Total return swaps : 967 &4 203 7 - - -

Held for trading purposes

Interest rate contracts
Options purchased T 267 - 267
Options written . - 85 (85)
Swaps 117 168 (s1)

Total retwm swaps 10 - 10

$5,097 §350 54,747 51,089 $1i8 53,071

Tables 3.2 and 3.3 summarize the notional amount of the derivative financial instruments used by.the Company by term of .’
maturity. ‘

Table 3.2 As ut September 30, 2006

Oncyearorless  Oncyeartofiveyears Qver five years Total

Held for non-trading purposes

‘Where hedge accounting is applied . . . ) ) '
Currency swaps H - § - $51.391 5 51,391

Whers hedge accounting is not epplicd
Foreign exchange contracts .
Curency forwards purchased 10,507 . - 10,807
Currency forwards sold 24,256 - - 24256
Currency swaps 4,320 1,504 am 9,595
Total return swaps 406,449 - - 406,449

Held for trading purpeses

Inserest rate contracts
Options purchased . 60,993 - - 60,993 i
Optionts wrinten ) 22,766 - - 22,766
Swaps 55,900 525,788 - 581,688
Futures bought . 274,532 - - 274,532 [
Futures sold 130,783 - . 130,783 i

Total retum swaps - - ) 27,950 - 27,950

5 990,806 § 555,242 $ 55,162 $1,601210




1 FG Canada Inc.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited)

3

(in thousands of dollars)

Derivative financial instruments (continued)

A1 ut December 31, 2005

Table 3.3
. One year or less

One year to five years Over five years

Total

Held for non-trading purposes

Where hedge accounting is applied
Currency swaps 5 -

Where hedge accounting is not applicd
Foreign cxchange contracts '
Curreney forwands purchased ' 5922
Currency forwards sold : ' 28,608
Currency swaps 4320
Total return swaps -

Held for trading purpeses

Interest rate contracts
QOptions purchased
" Swaps ’ -
Futures bought -
Futures sold -
Total return swaps -

1,18 8,504

5922
28,605
14,542

3 38,847

5 8,504

Policy liabilities

Policy liabilities are established to reflect the estimate of the full amount of all liabilities associated with the insurance policies
at the consolidated balance sheet dates, including claims incurred but not reported. The ultimate cost of these liabilities will
vary from the best estimate made for a variety of reasons, including additional information with respect to the facts and

circumstances of the claims incurred.

Table 4.1 presents unpaid claims and loss adjustment expenses.

Table 4.1 As at September 30, 2006 As at December 31, 2005
Direct Ceded Direct Ceded

Auto: liability $1,741,741 § 33,446 $1,754,126 $ 42,401
Auto: personal accident 723,164 24,734 717,743 29,557
Auto: other 83,941 238 86,594 1,124
Property 489,090 99314 504,521 136,948
Liability 750,047 115,424 754,257 119,636
Other 5935 898 4,368 853

$3,793918 $274,054 $ 3,821,609 $ 330,519

Unpaid claims and loss adjustment expenses are first determined on a case-by-case basis as claims are reported and then
reassessed as additional information becomes known. Included in unpaid claims and loss adjustment expenses is a provision

_ to account for the future development of these claims including claims incurred but not reported, as well as a provision for

adverse deviations, as required by accepted actuarial practice in Canada. Unpaid claims and loss adjustment expenses are

discounted 1o take into account the time value of money.
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ING Cémada Inc.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS {unaudited)

(in thousands of dollars)

Policy Liabilities (continued)

In estimating unpaid claims and loss adjustment expenses, standard actuarial techniques are used. These techniques are based
on historical loss development factors and payment patterns. They require the use of assumptions such as loss and payment
development factors, future rates of claims frequency and severity, inflation, reinsurance recoveries, expenses, changes in
the legal environment, changes in the regulatory environment and other matters, taking into consideration the circumstances
of the Company and the nature of the insurance policies.

Table 4.2 presents the unearned premiums.

Table 4.2 As at September 30, 2006 As at December 31, 2005
Direct Ceded - Direct Coded

Auto: liability S 61295 $ 687 $ 572,700 $ 647
Auto: personal sccident . 199792 68 186,665 60
Auto: other ' $57.3%0 24 520354 -7
Property _ 756510 3482 730,386 3680
Lisbility : 153,203 . 4095 158,876 3238
Other : 23318 9,993 25,856 9,647

$2,303173 $ 18,349 $2,194,837 $17.27

Unearned premiums are calculated on a pro rata basis from the unexpired portion of the premiums written. The unearned
premiums estimate is validated through standard actuarial technigues to ensure that these premiums are sufficient to cover the
estimated future costs of servicing these policies and related claims. In estimating these costs, the Company uses discounting
techniques to take into account the time value of money and a provision for adverse deviations is added to the discounted
amount.

There was no premium deficiency at the consolidated balance sheet dates.

Related party transactions

The Company enters into transactions with the controlling sharcholder, ING Groep, and entities that are subject to common
control or management. These transactions consist of reinsurance, management and advisory expenses, financing charges, as
well as advisory fee income. These transactions are carried out in the normal course of operations. Accordingly, they are
measured at the amount of consideration paid or received as established and agreed to by the related parties and are settled on
a regular basis. \ ‘ : '

Table 5.1 summarizes the impact of reinsurance ceded to entities that are subject to common control or management on the
interim consolidated statements of income.

Table 5.1 : Far the three months ended Scptember 30 For the nine months ended Septetmber 30

2006 2008 2006 2008
Ceded premiums camed . $4,997 $ 12222 $13115 5 36930
Ceded claims and loss adjustment cxpenscs ’ 4,119 ] 47446 6,909 71.838
Loss (income) before income taxes . 5 878 $(35,224) § 6206 ' $( 34,908)
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}

5. Related party transactions (continued)
|| Table 5.2 summarizes the other types of transactions with entities that are subject to common control or management.
I . :

Table 5.2 " For the three months ended September 30 For the nine months ended September 30

2006 i 2008 2006 2005

w Advisory foe income s 182 s 994 s s 5 5522
© Management and advisory expenscs 4415 4348 13,169 13277
interest expense 1328 1991 5,309 5972

Table 5.3 surnmarizes the Company’s balances with entities that are subject to common control or management.

Table 5.3 As ot Scpteml;:r 30, 2006 As at December 31, 2005
Reinsurance receivable $ 6,456 $ 20
Interest and other payables - 2,968

$ 6,456 $(2,738)

ended September 30, 2006, respectively (35,558 and $20,576, respectively, in 2005).

6, Income taxes

The Company enters into transactions with investees presented as long-term investments. Significant balances and
transactions with these investees consist of loans, which are classified as investments, of $61,200 as at September 30, 2006
($63,386 as at December 31, 2005) and commission expense of $6,873 and $23,495 for the three and nine month periods

Table 6.1 expléins the difference, expressed in percentage terms, between the income tax expense and the amount that would

have been computed if the federal and provincial statutory tax rates had been applied to income before income taxes:

Table 6.1 For the three months ended Sqa!:lnb;r 30 For the nine months ended Septembe‘r 30
, 2006 20058 2006 2005
' % . % Yo Y
Income tax expense calculated at statutory tax rates 345 R 34.5 345 4.5

Increass (decrease) in income tax rates resulting from:
Non-taxable dividend income (4.8) (3.8) (3.9

(3.3
Non-deductible expenses 03 : 04 0.3 04
Tax-asset recovery not previously recorded - (3.6 - (1.5}
Non-taxsble portion of cxpital gains - 04 29) T 04) (1.3)
Othet (net) (1.3) 0.1 {0.6) -

M8

i Effective income tax rate ' 283 . 247 299
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7.

Acquisitions and divestitures

On April 1, 2006, the Company acquired 100% of the outstanding shares of Grey Power Insurance Brokers Inc. (GPIB), an
enterprise operating in the corporate and other segment, for an approximate cash consideration of $32,686. The results of
GPIB, since the acquisition date, have been included in the Company’s interim consolidated statements of income for the
three and nine month periods ended September 30, 2006. The purchase price has been allocated substantially to intangible
assets (customer relationships), future income tax liabilities and goodwill for amounts of $18,320, $6,007 and $20,288,
respectively. :

As a result of other acquisitions and divestitures made by subsidiaries of the Company during the first nine months of 2006
and amounting to a net cash consideration of $16,991, intangible assets (customer relationships and contracts) and
goodwill have increased by $8,682 and $9,822, respectively.

Employee futire benefits

The Company recorded defined benefit pension expense of $59 and $179 for the three and nine month periods ended
September 30, 2006, respectively (income of $751 and $2,059, respectively, in 2005). For the defined contribution plans, the

expense and the employer contributions were $472 and $1,203 for the three and nine month periods ended September 30, -

2006, respectively (§534 and $1,480, respectively, in 2005).

For other retirement plans offering life insurance and health benefits to retirees, which are clos.ed to active employees, the
Company recorded an expense of $179 and $533 for the three and nine month periods ended September 30, 2006,
respectively ($218 and $649, respectively, in 2005).

|

Stock-based compensation

A long-term incentive plan (LTIP) was implemented for certain employees commencing 2005. Under this plan, these
employees are awarded performance units as a portion of their compensation. Each award vests and pays out at the end of a
three-year performance cycle. The actual award varies based on a performance target by comparing the Company’s three-
year average return on equity relative to that of the Canadian property and casualty insurance industry. The actual award
may only be in common shares restricted for transfer. Accordingly, this type of compensation is recognized as an expense
with a corresponding increase to contributed surplus. The Company re-estimates the number of performance units that are
expected to vest at each reporting period. As at September 30, 2006, the estimate is 199,731 units for the 2006-2008
performance cycle with a per unit fair value at grant date of 36 dollars and 79 cents and 347,030 units for the 2005-2007
performance cycle with a per unit fair value at grant date of 26 dollars and 30 cents. At the time of the payout, the
Company intends to purchase common shares in the market in an amount equal to the number of vested units.

Since July 1, 2006, employees who are not eligible for the LTIP are entitled to make contributions in accordance with a.
voluntary employee share purchase plan (ESPP). Under the ESPP, eligible employees can contribute up to 10% of their
base earnings through payroll deduction. As an incentive for participation in the plan, the Company will contribute an
amount corresponding to 50% of the employee - contribution. The common shares are bought on the market by an -
independent broker each month and are held by a custodian on behalf of the employees. The common shares bought with
the Company’s contributions vest upon continued employment for a period of twelve months. During the quarter, 32,208
commeon shares were purchased by the independent broker on behalf of the employees under the ESPP. From those shares,
10,718 are unvested on September 30, 2006.

40




I‘fNG Canada Inc.

‘ .
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited)
(in thousands of dollars) :

!

9. Stock-based compensation (continued)

1

The amount charged to compensation expense for these plans was $1,378 and $3,038 for the three and nine month periods
ended September 30, 2006, respectively (3386 and $1,159, respectively, in 2005). The expense for the LTIP is based on
the fair value of the awards at the dates of the grants and represents management’s estimate of the payout by reference to
the achievement of an expected performance target. The Company’s contributions under the ESPP are accrued when
payable and are expensed over the vesting period of the unvested common shares.

10. Segmented information

,  The Company’s core business activity is property and casualty (“P&C") insurance. P&C operations include two
|  manufacturing segments and the investment segment. The manufacturing segments are personal lines and commercial
it lines. Classes in the personal lines segment include automobile and property. Classes in the commercial lines segment
1 encompass commercial property and liability, automobile, surety, marine, as well as niche products that are targeted
L towards limited markets requiring specialized underwriting and claim settlement. The effect of reinsurance is reflected in

the revenue and results of the manufacturing segments. The investment activities consist of managing the investment
’i portfolio for the Company's P&C insurance subsidiaries. Investment income is shown net of investment expenses. Non
" P&C segments include corporate and other activities, as well as realized investment and other gains. Corporate and other
| activities include the results of the Company brokerage operations including related long-term investments, the Company’s
i investment management company and intercompany eliminations consisting primarily of commissions and general
I expenses with the Company’s P&C operations as well as non-recurring items such as acquisitions whose effects are not
allocated to any other segment.

o |

. . ' ‘ |

a |

” ' ‘ . |
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10. Segmented information (continued)

Table 10.1 presents figures per segment.

. For the three months ended For the nine months ended
Table 10.1 September 30 September 30
’ 2006 2005 2006 2008
Revenue
Net premiums camed
Personal insurance $ 672464 ‘ $ 668,587 $ 1,997,658 § 2,009,789
Comumercial insurance 281,989 ’ 286,434 849,388 | 869,069
Investments ’ 77,834 . 84,661 232,708 249,294
Total P&C insurance . " 1,032,287 1,039,682 3,079,754 3,128,152
Corporate and other - 12,198 16,84] 52,659 50,060
Realized investment and other gains 35,757 66,811 178,219 156,307
Total revenune : . ] : $ 1,080,242 $1,123,334 $ 3,310,632 $ 3,334,519
Income before income taxes
Underwriting income .
Personal insurance o $ 58563 .8 73526 $ 199,992 . § 268,830
Commercial insurance 37,367 43,193 141,523 142,631
Investments ‘ 73,986 79,040 217,174 232,392
Total P&C insurance 169,916 195,759 ,558,§8§ 643,853
Corporate and other 13,046 6,793 45924 21,488
Realized investment and other gains 35,757 66,811 178,219 156,307
T'otal income before income taxes © $ 218,719 § 269,363 $ 782,832 $ 321,648
Asat
September 30, 2006 December 31, 2005
Assets
P&C insurance ™ $ 9,307,553 $ 9,066,267
Corporate and other ® 973,320 860,268
Total assets $ 10,280,873 $ 9,926,535
For the three months . . . For the nine
ended - manths ended September Faor the year ended
Septetber 30, 2006 30, 2006 December 31, 2005
lacrease of goodwill
P&C insurance 5 - $ - $ -
Corporate and other . - 9,569 30,110 17,246
Total increase of poodwill . M 9,569 3 30,110 $ 17,246

(a) Includes goodwill of $74,411 at September 30, 2006 and at December 31, 2005
(&) Includes goodwill of $64,061 at Septernber 30, 2006 (833,951 at December 31, 2005)
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11.

Comparative figures

In 2005, the Company changed its definition of cash equivalents. As at September 30, 2005, such change resulted in a
reclassification of $270,766 between cash equivalents and investments. Interim consolidated statements of cash flows for
the three and nine month periods ended September 30, 2005 were changed accordingly by a decrease of amortization of net
premiums on fixed income securities of $1,522 and $4,256, respectively, and by an increase of proceeds from sale of
investments and of purchase of investments respectively of $645,502 and $652,342 for the three months ended September
30, 2005 and of $2,018,186 and $2,009,956 for the nine months ended September 30, 2005.

Certain other comparative figures have been reclassified to conform to the presentation adopted in the current period.
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‘Management’s Responsibility for Financial Reporting AH

Ur}‘” £ 0E HTony, .,
Management is responsible for the preparation and presentation of the consolidated ﬁrfanaal}state:n‘ents of
s
ING Canada Inc. and its subsidiaries, collectively known as “the Company”. This resp0n51b111ty lndu'des

‘ 'selectmg appropriate accounting policies and making estimates and informed )udgrnents based on the

anticipated impact of current transactions, events and trends, consistent with Canadian general]y accepted
accounting principles. ’

In meeting its responsibility for the reliability of consolidated financial statements, the Oor'ﬁpany maintains
and relies on a comprehensive system of internal control comprising organizational procedural controls and
internal accounting controls, The Company'’s system of internal control includes the communication of
policies and of the Company's Code of Conduct, comprehensive business planning, proper segregation of
duties, delegation of authority for transactions and personal accountability, selection and training of '
personnel, safegua}ding of assets and maintenance of records. The Company’s internal auditors review and

evaluate the system of internal control.

The Company’s Board of Directors, aéting throixgh the Audit and Risk Review Committee, which is composéd
entirely of directors, who are neither officers nor employees of the Company, oversees managemem s
responsibility for the design and operation of effective ﬁnanaal reporting and internal control systems, the
preparation and presentation of financial information and the _management of risk areas.

The Audit and Risk Review Committee conducts such review and inquiry of management and the internal

 and external auditors as it deems necessary to establish that the Company employs an appropriate system of

internal control, adheres to legislative and regulatory requirements and applies the Company’s Cede of
Conduct. The internal and external auditors, as well as the Actuary, have full and unrestricted access to the
Audit and Risk Review Committee, with and without the presence of management.

Pursuant to the Insurance Compames Act of Canada or to Quebec’s Part 1A of the Companies Act

(“the Acts™), the Actuary, who is 2 member of management, is appointed by the Board of Directors. The
Actuary is responsible for discharging the various actuarial responsibilities requlred by the Acts and
conducts a valuation of policy liabilities, in accordance with Canadian generally accepted actuarial standards,

‘reporting his results to management and the Audit and Risk Review Committee.

The Office of the Superintendent of Financial Institutions Canada for the federally regulated property and
casualty (“P&C") subsidiaries and L' Autorité des Marchés Financiers for the Quebec regulated P&C
subsidiary make such examinations and inquiries into the affairs of the P&C subsidiaries as deemed necessary.

The Company’s external auditors, Ernst & Young LLP, Chartered Accountants, are appointed by the
shareholders to conduct an independent audit of the consolidated financial statemnents of the Company and
meet separately with both management and the Audit and Risk Review Committee to discuss the results of
their audit, financial reporting and related matters. The auditors’ report to shareholders appears on page 45,

é-’f«gf-’lf:'/ | ﬁo 4 %,4_—

Claude Dussault ' Michael W. Cunningham ‘
President and Chief Executive Officer Senior Vice-President and Chief Financial Officer _
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Auditors’ Report

-TO: THE SHAREHOLDERS OF ING CANADA INC.

We have audited the consolidated balance sheets of ING Canada Inc. (the “Company”) as at

December 31, 2004 and 2003 and the consolidated statements of income, changes in shareholders” equity
and cash flows for the years then ended. These financial statements are the responsibility of the .
Company’s management. Our responsibility is to express an opinion on these financial statements Baséd
on our audits.

We conducted our audits in accordance with Canadian genefally accepted auditing standards.

Those standards require.that we plan and perform an audit to obtain reasonable assurance whether
the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. ;

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial
position of the Company as at December 31, 2004 and 2003 and the results of its operations and its cash
flows for the years then ended in accordance with Canadian generally accepted accounting principles.

M v M e
Toronto, Canada_ | ERNST & YOUNG LLP
February 15, 2005 ‘ ' Chartered Accountants




Consolidated Balance Sheets
As at December 31

{in thousands of dolllars)

2004 - 2003

Assets

Cash and cash equivalents (Note 3}
investments (Note 4)

Accrued investment income
Premium and other receivables

Reinsurers’ share of unpaid claims

and adjustment expenses (Notes 6 and 7)

Reinsurers’ share of unearned premiums (Notes 6 and 7)

Deferred acquisition costs
Income taxes receivable
Other assets (Note 11)

- Long-term investments (Note 14)
;-Epture income taxes {Note 9)

Goodwill (Note 10)

- Intangible assets (Note 10)

$ 357213 § - 104,659

6,010,405 3,861,546
43,266 24,672
1,642,362 1,447,590

687,201 696,123
78,199 206,649
389,688 324,860

- 2,591 -
127,543 111,435
48,108 48,517
148,488 36,372
SL116 - 44,362
36,944 -

$ 9,663,124 $ 6,906,785

Liabilities

. Payables and other liabilities

Due to affiliated companies (Note 8)
Income taxes payable
Unpaid claims and adjustment expenses (Note 6)

» Unearned premiums (Note 6)

Unearned reinsurance commissions
Debt outstanding (Note 15)

$ 669604 $ 442,195
3,025 | 19,054
100,913 65335
4,222,961 2,941,978
2,340,997 - 1,914,342
9,785 51,727
256,230 483,082

‘ Shareholders’ Equity
. Share capital (Note 16)

Contributed surplus

$ 7,603,515 $ - 5917713

$ 1,052,290 § 605905
83,336 83,336
923,983 299,831

Retained earnings

$ 2,059,609 § 989,072

$ 9,663,124 $ 6,906,785

' See accompanying notes

On behalf of the Board
[// Az

foweadts 5o

Claude Dussault
Director

Mida S thas ke i

Michael Mackenzie

Director




Consolidated Statements of Income
‘ Foi' the Years endéd December 31 .

2003

{in thousands of dollars except for per share amounts) 2004
Direct premiums written ' $ 3,575,900 $ 3,443,765
Net premiums written 3,608,990 . 2,966,609
Revenue : o
Net premiums earned 3,364,563 2,760,897
Investment income (Note 14) 267,000 213,973
Realized investment and other gains 132,418 32,134
Commission and advisory fees 16,905 8,355
$ 3,780,886 $ 3,015,359
Expenses i '
Claims and loss adjustment expenses 1,905,545 1,880,825
Commissions ' 614,379 510,174
Premium taxes 116,794 103,261
General expenses - "276,681 281,584
, $ 2,913,399 § 2,775,844
Interest on debt outstanding 1,715 - 12,550
Income Before Income Taxes 855,772 226,965
Income Taxes (Note 9) .
Current 270,469 74,129
Future (38,849) 2,349
. $ 23,620 8 76,478
Net Income $ 624,152 8 150,487
Earnings per share (Note 17) ‘
Basic ' $ 651 % L6l
Diluted 6.49 L.61

See accompanying notes
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For the Years ended December 31 .

, Consolidated Statements of Cliahges in Shareholders’ Equity

(in thousands of dollars) 2004 2003
. Common shares '
' Balance, beginning of year $ 605905'$ 605905

Capital issued (Note 16) . 906,880 -

Reduction of capital (Note 16) (428,684) -

' Share issuance costs, net of income taxes (31,811} -

Balance, end of year 1,052,290 605,905

Contributed surplus

Balance, beginning and end of year 83,336 83,336

Retained earnings ' ‘

Balarice, beginning of year 299,831 149,344

Net income o - 624,152 150,487

Balance, end of year $ 923983 5 299,831

Total Shareholders’ Equity $ 2,059,609 $§ 989,072

See accompanying notes |

-



Consolidated Statements of Cash Flows
For the Years ended Decembgr 31 ‘ I

(in thousands of dollars) 2004 2003
Operating Activities
Net income . $ 624,152 § 150,487
Adjustments to determine cash provided by operating activities:
Amortization of property and equipment . 12,685 - 14,332
Amortization of intangible assets , 305 -
Amortization of premiums and discounts on fixed income securities 19,224 19,318
Net income from long-term investments (8,098) (3,528)
Realized investment and other gains (132,418) (32,134)
Deferred acquisition costs, net (64,571) {(32,093)
Future income taxes, net (38,135) (4,330)
Unpaid claims anc_i adjustment expenses, net 573,537 234,644
Unearned premiums, net ' ' 244,427 205,711
Changes in other operating assets and liabilities 155,756 19,598
Cash provided by operating activities $ 1,386,864 $§ 572,005
Investing Activities - _
Proceeds from sale of investments 10,743,137 7,270,313. :
Purchase of investments /. (11,721,330)  (7,819,206)
Purchase of property and equipment, net ‘(14,215) (8,024}
Proceeds from sale of long-term investments and assets held for resale, net 6,615 40,833
Net cash used in the acquisition of Allianz (Note 18) (359,312)- -
Cash used in investing activities $ {1,345,105)8  (516,084)
Financing Activities
Dividends received 7,795 4,085
Debt repayment (226,852) (19,400)
Proceeds from capital issuance .906,880 -
Share issuance costs {48,344) -
Reduction of capital (428,684) -
Cash provided by (used in) financing activities $ 210,795 § {15,315)
Net Increase in Cash and Cash Equivalents $ 252,554 § 40,606
Cash and Cash Equivalents, Beginning of Year 104,659 64,053
Cash and Cash Equivalents, End of Year- $ 357213 § 104,659
Supplemental Cash Flow Information: .
_ Income taxes paid (recovered) - $ 243-,781 $ - {15916)
™ Interest paid on debt outstanding 13,433 11,769

See accompanying notes
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Notes to Consolidated Financial Statements

{All amounts in thousands of dollars except for_ per share amounts)

1. STATUS OF THE COMPANY

ING Canada Inc. (the “Company”) was incorporated under the Canada Business Corporations Act.
The Company has investments in wholly-owned subsidiaries which operate principally in the Canadian
property and casualty insurance market. The Company’s significant subsidiaries are ING Insurance
Company of Canada, The Nordic Insurance Company of Canada, ING Novex Insurance Company

of Canada, Belair Insurance Company Inc. and Equisure Financial Network Inc., as well as those
subsidiaries acquired in 2004 bemg Allianz of Canada, Inc. (“Allianz”) and its principal subs1d1anes,
Allianz Insurance Company of Canada, Trafalgar Insurance Company of Canacla and Canada
Brokerlink Inc. (note 18).

The Company is the resulting corporation from the amalgamation on December 10, 2004 of

ING Canada Holdings Inc. and its former subsidiary ING Canada Inc. The amalgamation is presented
on a continuity of interest basis, as if the historical financial posiﬁons and operating results of the '
amalgamating companies had always been amalgamated. Immediately prior 10 the amalgamation,

""the share capital of ING Canada Holdings Inc. was reduced and all of the previously issued and
“outstanding preferred shares were redeemed in exchange for promissory notes in the aggregate

principal amount of $687,766.

-The Company completed an initial public offering on December 15, 2004, pursuant to the filing of

a prospectus dated December 9, 2004. As a result of the offering, 34,880,000 common shares were issued
at $26.00 per share for proceeds of $858,536, net of underwriters’ fees and other expenses. Pursuant to
the underwriters’ agreement for the prospectus, an over-allotment option was granted that was exercised
subsequent to December 31, 2004 for which 5,232,000 additional shares were issued and net proceeds
were received of $129,230 (note 23).

Subsequent to the closing of the offering, ING Groep N.V. (“ING Groep™) both as a shareholder of
common shares and the Special Share (note 16) and a party to the Co-Operation Agreement has

‘significant influence over the ongoing business and operation of the Company. The Co-Operation

Agreement provides, among other things, that for so long as ING Groep holds not less than one-third of -
the Company’s outstanding common shares, the Company may not carry out certain corporate acts,
including entering into business combinations with unaffiliated third parties or making acquisitions or
dispositions above certain monetary thresholds and change the dividend policy thhout the prior written
approval of ING Groep.’

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES °

]

These consolidated financial statements have been prépared in accordance with Canadian generally
accepted accounting principles (“GAAP”). The preparation of financial statements in accordance with
Canadian GAAP requires management to make assumptions and estimates that affect the reported
amounts of assets and liabilities at the date of the consolidated financial statements, the reported
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amounts of revenue and expenses for the year, as well as the disclosure of contingent assets and liabilities
"~ at the date of the consolidated financial statements. These estimates are subject to uncertainty.
.Significant estimates include the determination of impairment (notes 4 and 10}, policy liabilities (note 6),
income taxes (note 9), employee future benefits {note 13), the allocation of the purchase price (note 18)
and contingencies (note 19). Changes in estimates are recorded in the accounting period in which they
are determined, - ‘ -

Further, the accounting policies used to prepare the financial statements of the Company’s regulated
insurance subsidiaries must also comply with the accounting requirements of their respective regulators.
The significant aécounting policies used in preparing these consolidated financial statements, including
those speciﬁed by the insurance regulators, are in all material respects, in accordance with Canadian
GAAP and are summarized below. These policies have been consistently applied.

a) Basis of consolidation
The Company consolidates the financial statements of all subsidiary companies and eliminates on
consolidation all significant inter-company balances and transactions. The equity method is used
to account for investments over which the Company exerts significant influence. Gains and losses
on sales of these investrnents aré included in income when recognized, while expected losses on
“other-than-temporary” impairments are recognized immediately. '

b) Cash and cash equivalents
Cash and cash equivalents include highly liquid investments which have a term to maturity of three
months or less at the consolidated balance sheet dates. They are carried at amortized cost, which
approximates fair value. '

c) Investments and investment income _ .
Fixed income securities are recorded at amortized cost, providing for the amortization of premiums }
and discounts to the consolidated statements of income on an effective yield basis, Shares and trust
units are recorded at cost. Loans are presented net of an allowance for loan losses.

The book value of an investment is written down and the write-down is reflected in the
consolidated statements of income when there is evidence of an “other-than-temporary” decline
in the value of an investment.

Interest income is recognized as earned and dividends are recognized on the ex-dividend date.
Gains and losses on disposition are recorded in the consolidated statements of income when
investments are sold and are calculated based on average cost.

d) Foreign currency translanon '
Assets, Habilities, revenues and expenses arising from a foreign currency transaction are translated
into Canadian dollars using the exchange rate prevailing at the date of the transaction. Monetary
items denominated in a foreign currency are édjusted to reflect the exchange rate at December 3
and the foreign currency adjustments are reflected in the consolidated statements of income.
Realized gains and losses on foreign currency transactions are recognized in the consolidated
statements of income at the transaction date.




52

¢)

f)

h)

Pmanaai mstruments

The Company uses derivative financial instruments sole]y for risk management purposes. Derivatives
used are forward contracts and swap agreements. All derivative financial instruments are recognized
in the consolidated balance sheets and are measured at fair value, wnth changes in the fair value
reflected in the consolidated staterients of income.

The preferred shares which were fully redeemed in 2004 (note 15) were classified as debt outs'mnding
due 1o a contractual obligation of the issuer either to deliver cash or another financial asset to the
holder or to exchange another financial instrument with the holder under conditions that were
potentially unfavourable to the issuer. Any dividends paid on these shares would have been charged
to the consolidated statements of income.

Revenue recognition

Premiums written or assumed are deferred as unearned premiums and recognized as revenue on a
pro rata basis over the terms of the underlying policies, usually twelve months and no longer than
twenty-four months. Commission income and advisory fees are recorded on an-accrued basis.

Policy liabilities .

Policy liabilities consist of unearned premmms and the provns:on for unpaid claims and ad;ustment _
expenses. Unearned premiums are calculated as the unexpired portion of the premiums written on

a pro rata basis. The provision for unpaid claims and adjustrent expenses is first determined on

a case-by-case basis as claims are reported and then reassessed, as additional information becomes
known. It incorporates an additional provision to account for the future development of these

* claims including claims incurred but not reported. The provision for unpaid claims and adjustment

expenses is discounted to take into account the time value of money. It also includes a provision
for adverse deviation, as required by Canadian accepted actuarial practice. '

The Actuary, using appropriate actuarial techniques, evaluates the adeéuacy of policy lia_bilities.

Deferred acquisition costs : R

Deferred acquisition costs comprise commissions, premiﬁm taxes and expenses directly related
to the acquisition of premiums. They are deferred to the extent that they are recoverable from
unearned premiums, after considering the related anticipated claims, expenses and investment
income in respect to these premiums. They are amortized on the same basis as the premiums are
recognized in the consolidated statements of income.

Commissions paid to brokers and dealers on the sale of mutual fund securities are deferred and
amortized on a straight-line basis over six years starting on the date when the sale transaction
is recorded.
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Reinsurance : .

The Company presents third party reinsurance balances on the consolidated balance sheets on a
gross basis to indicate the extent of credit risk related to third party reinsurance and its obligations
to policyholders and on a net basis in the consolidated statements of income. The estimates for
the reinsurers’ share of unpaid claims and adjustment expenses are pfesented as an asset and are
determined on a basis consistent with the related unpaid claims and adjustment expenses.

Property and equipment

Property and equipment are carried at cost less accumulated amortization. Amortization rates
are established to depreciate the cost of the assets over their estimated useful lives. Amortization
methods and rates are shown below. '

'
.

Method : Rate or term
_Buildings } ‘Declining balance 3% - 8%
Computer equipment Straight-line 30 - 36 months -
Furniture and equipment ‘ Deciining balance 20% '
Leasehold improvements Straight-line Terms of related leases

Employee future benefits _ .

For defined benefit pension and other retirement plans, the accrued benefit obligations, net of

the fair values of plan assets and unamortized items, are accrued. The unamortized items are the
past service cost, the transitional asset/obligation, the transitional valuation allowance and the net
actuarial gains or-losses. To match costs and services, these items are amortized on a straight-line
basis over the expected average remaining service lifetime (“EARSL”) of active members expected to
receive benefits under the plans. Changes in the valuation allowance are not deferred.

For each plan, the Company has adopted the following policies:

{i) The actuarial determination of the accrued obligations for pensions and other retirement
benefits uses the projected benefit method based on services provided by employees and
management’s best estimate assumptions.

(ii) For the purpose of calculating the expected return on plan assets, plan assets are valued
at fair value. ' ‘

(iii) Only gains or losses in excess of 10% of the greater of the accrued benefit obligations
or the fair value of plan assets are amortized over EARSL.

(iv) Past service costs arising from plan amendments are amortized on a siraight-line basis
over EARSL. '
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(v) The Compaﬁy amortizes the transitional asset/obligation arising from the adoption on
January 1, 2000, of The Canadian Institute of Chartered Accountants (“CICA”) Handbook
Section 3461 using the prospective application method on a straight-line basis over EARSL
as of January 1, 2000. ‘ .

{vi) When the restructuring of a benefit plan gives rise to both a curtailment and a settlement of
obligations, the curtailment is accounted for prior to the settlement. S

Income taxes - oo .

The Company provides for income taxes using the.liability method of tax allocation. Under

this method, the provision for income taxes is calculated based on income tax laws and rates
substantively enacted as at the consolidated balance sheet dates. The income tax provision’

is comprised of two components: current income taxes and future income taxes. Current income

taxes are amounts expected to be payable or recoverable as a result of operations in the current .

m),

year. Future income taxes arise from changes during the year in cumulative temporary differences
between the accounting book values of assets and liabilities and their respective tax bases. A future
income tax asset is recognized to the extent that future realization of the tax benefit is more likely
than not.

The consolidated statements of incorme contain items that are non-taxable or non-deductible for
income tax purposes, which cause the income tax provision to differ from what it would have been
if based on statutory rates.

Goodwill and intangible assets .
For acquisitions completed subsequent to July 1, 2001, the excess of the purchase price over the fair
value of the‘hnderlying net tangible assets is initially.allocated to intangible assets, as appropriate,
and the residual to goodwill. An intanigible asset is recognized apart from goodwill when it results
from contractual or other legal rights or when it is capable of being separated or divided from the
acquired enterprise and sold, transferred, licensed, rented, or exchanged. Finite life intangible assets
are amortized to the consolidated statements of income over their useful lives whereas infinite life
intangible assets and goodwill are not siibject to amortization. Goodwill is tested annually for
impairment of value on a reporting unit basis. Judgment is required io_ identify reporting units
with similar economic characteristics and to select a valuation model. Accordingly, the Company
assesses the book value of its net assets on this basis. [mpairment, if any, identified through this
assessment is charged to the consolidated statements of income as a result of a reduction in the
book value of the goodwill. - '
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N

n) Earnings per share |

o)

Earnings per share are computed by dmdmg net income available to comimon shareholders by the
weighted average number of common shares outstanding for the period. Diluted earnings per share
reflect the potential dilution that could occur if the holders of securities or contracts entitling them
to obtain common shares in exchange for their securities or contracts exercised their right to obtain
common shares.

Sigr{iﬁcant accounting changes :

In 2004, the Company adopted the provisions of the CICA’s amended Handbook Section 3461 -
“Employee Future Benefits” which requires additional disclosures for employment future beneﬁt '
plans as disclosed in note 13.

The Company also adopted the provisions contained in the CICA Emerging Issues Committee
EIC 128 - “Accounting for Trading, Speculative or Non-Hedging Derivative Financial Instruments”,

which requires that freestanding derivative financial instruments, including those that are not

designated or effective as part of a hedging relationship, be recognized in the consolidated balance
sheets as other assets or other liabilities and measured at fair value, with changes in fair value
recognized in the consolidated statements of income.

The impact of these changes was not significant to the consolidated financial statements.

" 3. CASH AND CASH EQUIVALENTS

‘For the purpose of meetmg short-term cash commitments, the Company maintains short-term

investments in highly liquid money market securities maturing in three months or less, referred to as

" cash equivalents. At December 31, 2004, the Company had $437,031 in cash equivalents (2003 — $213,232).

Cash equivalents are readily convertible to known amounts of cash and are subject to an insignificant

risk of change in value. Consequently, their fair value is assumed to approximate their book value. Cash

and cash equivalents in the consolidated balance sheets are presented net of bank overdrafts.
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" 4, INVESTMENTS

Table 4.1 2004
' Gross Gross
I Book Fair unrealized . unrealized
value value gains losses
Fixed income securities * $ 3,685,099 $3,776,547 § 93,535 § 2,087
[nvestment grade . ' .
Government and government guéranteed 1,791,377 1,840,483
Corporate ' 1,187,346 1,220,931
Asset-backed 523,381 531,900
Below investment gréde 182,995 183,233
Mortgage loans 78,699 83,287 4,588
Preferred shares 1,069,629 1,136,337 69,740 3,032
Investment grade 885,311 936,359 ’
Below investment grade 184,318 199,978
Common shares ™ 997,707 1,077,195 90,622 11,134
- Other investments © . 179,271 179,271 ) :
| $ 6,010,405 § 6,252,637 $ 258,485 § 16,253
Table 4.2 L 2003
] Gross Gross
Book Fair unrealized  unrealized
value " value gains lossés
Fixed income securities™ $ 1,660,408 $ 1,690,317 $. 31,829 § 1,920
Investment grade : '
Government and govérnment guaranteed 960,680 974,841
Corporate 430,081 441,635
Asset-backed 217,125 221,071
Below investment grade 52,522 .52,770
Mortgage loans 113,052 - 117,949 4,897
Preferred shares 1,096,835 1,152,060 59,423 4,198
Investment grade 911,051 948,443
Below investment grade 185784 203,617
Common shares ® 782,369  BAGI37 75177 11,409
Other investments © 208,882 208,882
$ 3,861,546 $ 4,015345 § 171,326 § 17,527

{a} Fixed income securities include private placements and fixed income units of ING Funds. The book value of the private
placements was $38,764 at December 31, 2004 (2003 ~ $45,240). The book value of the fixed income units was §16,318 at

December 31, 2004 (2003 - $16,318).

(b) Common shares include equity units of ING Funds. The book value of these units was $138,730 at December 31, 2004

(2003 - 5140,776).

(c) Other investments include loans and strategic investments.
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The Company has an investment policy and applies the prudent person approach to investment
management. Management monitors compliance with that policy. The majority of the investment
-portfolio is invested in well-established, active and liquid markets. Fair values for most investments are
determined by reference to quoted market prices. In cases where an active market does not exist, fair
values are estimated by reference to recent transactions or current market prices for similar investments.

To assess impairments, management reviews available current information for investments with fair -
values below their book values to ascertain whether the book values are expected to be recovered.

For investments in common and preferred shares, management evaluates whether their expectations '
have not changed such that the fair value of these securities is not adversely affected other than on a
temporary basis. For fixed income securities, management assesses the expected future cash flows and,
where necessary, the net realizable amounts of assets provided as collateral. As a result of the foregoing
assessments, impairments for the year in the aggregate amount of $6,950 (2003 - $29,673) were recorded.

The Company has invested in some commeon shares and income trust units pursuant to a market neutral
strategy so as to maximize value added from active managemenf. This strategy consists of having both
long and short equity positions. These positions are not held for short-term investing purposes, but may
nevertheless be changed in anticipation of; or in response to, better market opportunities. Long and short
positions are accounted for at cost. Short positions are presented in the consolidated balance sheets as _
other liabilities. ' :
I
Table 4.3 summarizes the Compaﬂfs long and short positions under the market neutral strategy.

Table 4.3 2004 -2003
S o ‘Book Fair Book Fair
value value value . value
Long positions , $ 41,266 $§ 42,082 § 24414 § 25,983

Short positions (38,035) (41,587) (25,693) {26,117)

The Company provides collateral as security for funds received pursuant to the sale of short securities.
At December 31, 2004, the book value of the coliateral was $39,641 (2003 — $25,057).

" a) Credit risk .

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation
and cause the Company to incur a financial loss. Credit risk mostly arises from investments in fixed
income securities and preferred shares. -

The Company’s investment poiicy requires that, at the time of the investment, fixed income
securities have a minimum credit rating of BBB and preferred shares have a minimum credit rating
of P3.'Management monitors subsequent credit rating changes on a regular basis. Investments in
any entity or group of relatedem:ities are limited to 5% of the Company’s assets.

Tables 4.1 and 4.2 on pége 56 reflect the Company’s fixed income securities and preferred shares
classified by type of issuer and investment grade.
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1

b) Liquidity risk

Liquidity-risk is the risk that an entity will encounter dlﬂiculty in raising funds to meet cash flow,

commitments associated with financial instruments. To manage its cash flow requlrements,

the Comparly maintains a portion of its mvested assets in liquid securmes

Tables 4.4 and 4.5 have been prepared on the basis of the scheduled maturities of the

under}ymg instruments.

1

Investment maturities

Table 4.4 2004 .
"Oneyear Oneyearto Overfive No specific 7
or less five years yéars maturity Total
Fixed income securities ' $ 116,376 $ 1,419,879 $ 2,132,526 $ 16,318 § 3, 685099
Mortgage loans - 73,738 4,961 C - 78,699
Preferred shares 1,165 128,928 320,604 - 618,932 1,069,629
Common shares - - - 997.707 997,707
Other investments 16,576 92,223 53,171 17,301 179,271
$ 134,117 $ 1,714,768 $ 2,511,262 $ 1,650,258 $ 6,010,405
Table 4.5 2003
' One year One year to Over  No specific
oo orless. five years five years maturity . Total
Fixed income securities $ 5583 8§ 754,940 $ 883567 $ 16318 § 1,660,408
Mortgage loans 29,059 29001 54,992 - 113,052
Preferred shares 43,728 187,257 . 293,042 572,808 1,096,835
" Common shares - - - . 782,369 782,369
. Other investments 36,705 86,697 ~ 68924 16,556 208,882
. $ 115075 $ 1,057,895 $ L,300,525 $ 1,388,051 § 3,861,546

¢) Interest rate risk

Interest rate risk is the risk that a movement in interest rates will have an adverse effect on the

financial condition of the Company.

The weighted interest rate based on book values as at December 31, 2004 was 5.22%
(2003 - 5.50%) for fixed income securities, 7.05% (2003 = 7.09%) for mortgage loans and 5.17%
(2003 - 5.33%) for preferred shares thh a maturity date.
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Securities lending _ ‘ . ' .

"The Company participates in a securities lending program managed by the Company’s custodian,
2 major Canadian financial institution, whereby the Company lends securities it owns to other
financial institutions to allow them to meet delivery commitments. Government securities with an
estimated fair value of 105% of the fair value of the securities loaned are received as collateral from

the Canadian financial institution.

5. DERIVATIVE FINANCIAL INSTRUMENTS .

The Company uses derivative financial instruments to manage financial risks arising from fluctuations
in foreign exchange rates, markets and cash flows. The Company’s policy is to not utilize derivative
financial instruments for trading or speculative purposes.

a)

b)

Foreign exchange rate risk
Foreign exchange rate risk is the risk that the value of a foreign denominated financial instrument

" will fluctuate as a result of changes in foreign exchange rates. The Company mitigates foreign

exchange rate risk by buying or selling successive monthly foreign exchange forward contracts.
Foreign exchange forward contracts are commitments to buy or sell foreign currencies for delivery

at a specified date in the future at a fixed rate. Forwards are transacted in over-the-counter markets. -
The notional amount of these forwards approximates the fair value of the foreign denominated S
investments coveréd by these forwards.

Cash flow risk
Cash flow risk is the risk that future cash flows associated with a monetary financial instrument
will fluctuate in amount. The Company mitigates cash flow risk by entering into foreign exchange
swaps, whereby foreign denominated principal and fixed interest receipts are sold in exchange for
Canadian dollars. These swaps are transacted in over-the-counter markets.

The notional amount of these swaps approximates the nominal-value of the foreign denominated
investments covered by these swaps.

The Company had also entered into an interest-rate swap with a financial institution, whereby,

in exchange of fixed interest cash outflows, it received variable interest cash inflows. The variable _
interest cash inflows received were subsequently paid as interest on the Company’s loan payable
to an affiliate, which carried a variable interest rate. During 2004, the variable interest loan to

the affiliate was repaid and the interest rate swap with the financial institution cancelled.-




- ¢) - Fair value

The fair value of exchange-traded derivative financial instruments is based on quoted market rates.

. The fair value of over-the-counter derivative financial instruments is an estimate and is determined

using valuation models that incorporate prevailing foreign exchange rates, interest rates, market

rates and prices of underlying instruments with similar maturities and characteristics.

The fair value reflects the estimated amount that the Company would receive or might have to pay

to terminate the contracts as at December 31.

d) Credit risk

The credit risk for derivative financial instruments is limited to their positive fair Va]ue; which is

substantially lower than their notional amount. The Company mitigates credit risk by diversifying

" exposure to any single counterparty. The counterparties are federally regulated financial institutions.

Table 5.1 summarizes the derivatives used by the Company, their notional amount and their fair value.

Positive fair values are recorded as other assets (note 11) and negative fair values as other liabilities.

Table 5.1 2004 2003
Notional Positive ~ Negative  Notional Positive Negative
" amount fair value -fair value amount  fair value fair value
Foreign exchange risk ' ,
Forwardssold ~ ~ § 39680 § - § 39 § 47889 § - s 26
Forwards bought 540 - - 2759 . M -
Cash flow risk . A ‘
Interest rate swap - - - 75,000 - . 1,096
Foreign exchange swaps 14,972 2,406 - 18,985 1,206 -
$ 55192 § 2,406 § 39 $ 144,633 § 1,220 § 1,332
Table 5.2 provides a summary of the remaining terms to maturity of the derivatives.
Table 5.2 . 2004 2003
Term to maturity Term to maturity
(notional amount) " (notional ameunt)
One year Oneyearto  Overfive Oneyear One yearto Over five .
orless  five years years orless  five years years
Forwards '$ 40,220 $ - $ - § 50648 §8 - 8 .-
Interest rate swap - - - 75,000 . - -
Foreign exchange swaps - 6,468 8,504 972 4,320 . 13,693
' $ 40,220 $ 6468 $ 8,504 § 126,620 13,693

$ 4,320 §



6. POLICY LYABILITIES ‘ .

" Provisions for policy liabilities are established to reflect the estimate of the full amount of all labilities
associated with the insurance policies at the consolidated balance sheet dates, including claims
incurred but not reported. The ultimate cost of these liabilities will vary from the best éstimate made
for a variety of reasons, including additional information with respect to the facts and circumstances
of the claims incurred. o

Provision for unpaid claims and adjustment expenses

Table 6.1 ) . 2004 2003
Direct  Assumed Ceded Direct Assumed Ceded
Auto: liability $ 1,850,330 $ - §$.77,039 $1376562 - § 290,154
Auto: personal accident 770,297 - 32,153 622,975 - 173,461
Auto:other 101,582 - 161 103611 - 75,385
Property 610,309 1,827 314,450 295225 - 75,050
Liability ' 818,824 763 199,007 535,691 - 80,606
Other 58,692 - 10,337 . 64,391 7,914 - 1,467
$ 4,210,034 $ 12,927 $ 687,201 $2,941,978 - § 696,123

The provision for unpaid claims and adjustment expenses is first determined on a case-by-case basis as
claims are reported and then reassessed, as additional information becomes known. It incorporates an
additional provision to account for the future development of these claims including claims incurred
but not reported._lrf estimating the provision for unpaid claims and adjustment expenses, standard
actuarial techniques are used. These techniques are based.on historical loss developtment factors and
paymenf patterns, They require the use of assumptions such as loss and payment development factors,
future rates of claim frequency, future rates of claim severity, inflation, reinsurance recoveries, experses,
changes in the legal environment, changes in the regulatdry environment and other matters, taking into
consideration the circumstances of the Cox'npimy and the nature of the insurance policies.

The provision for unpaid claims and adjustment expenses is reduced by $359,948 (2003 - $229,841)

on a net basis to take into account the time value of money using a rate of 4.80% (2003 ~ 5.35%)

on underlying claim settlement patterns. It also includes a provis}dn for adverse deviation, as required
by Canadian accepted actuarial practice. The aggregate impact of the provisibn for adverse deviation

is to increase the provision for unpaid claims and adjustment expenses on a net basis by $410,634

{2003 — $235,768). The Company considers that the fair value of unpaid claims and adjustment expenses
approximates their book value.
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" Provision for unearned premiums

Table 6.2 T 2004 2003

Direct  Assumed Ceded Direct Assumed Ceded
Auto: liability $ 620,367 $ 50 $ 3,108 $ 510,620 - § 63974
Auto: personal accident 198,619 - 665 181,837 - 35,526
Auto: other 547,998 - 908 461,776 - 44,396
Property 764,420 3,259 40,099 608,261 - 49,727
Liability 167,253 2,394 14,838 .128,33] - 5,147
Other- ‘ 36,386 251 18,581 23,517 - 7,879
' $2335,043 § 5954 $ 78,199 §1,914,342 - $ 206,649

The provision for unearned premiums is calculated on a pro rata basis, from the unexpired portion

of the premiums written, and is validated through standard actuarial techniques to ensure that it is
sufficient to cover the estimated future costs of servicing these policies and related claims. In estimating
these future costs, the Company uses discounting techniques and adds a provision for adverse deviation
to the discounted amount. There was no premium deficiency at the consolidated balance sheet dates.
The Company considers that the fair value of unearned premiums approximates their book value.

Interest rate sensitivity ‘

Since the time value of money is considered when determining the provision for unpaid claims and
adjustment expenses, an increase or decrease in the discount rate would result in a decrease or increase
in unpaid claims and adjustment expenses, respectively. Consequently, a 196 change in the discount
rate would have an impact of $70,506 (2003 — $34,196) on the fair value of unpaid claims and
adjustment expenses. ' '

Structured settlements )

The Company enters into annuity agreements with various Canadian life insurance companies to
provide for fixed and recurring payments to claimants. Under such arrangements, the Company’s
liability to its claimants is substantially transferred, although the Company remains exposed to credit
risk to the extent to which any of the life insurers fail to fulfil their obligations. This risk is managed -
by acquiring annuities from highly rated Canadian life insurance companies. At December 31, 2004,
none of the life insurers from which the Company had purchased annuities was in default and no
provision for credit risk was required. A measure of the credit risk exposure is the original purchase
price of $248,206 (2003 — $151,072) of the annuities.



7. REINSURANCE : _
" In the ordinary course of business, the Company reinsures certain risks with other reinsurers to limit
its maximum loss in the event of catastrophes or other major losses, Net retention on a single property
or liability is generally $2,500 (2003 - $2,000) and $2,500 (2003 - $2,500), respectively; in a number
of cases, like special classes of business or types of risks, the retention would be lower through specific
treaties or the use of facultative reinsurance. For multi-risk events or catzistrophes, retention is $5,000
(2003 - $2,500) with a limit of $1,200,000 (2003 ~ $1,300,000). In 2003 and 2004, the Company retained
10% of the exposure from $12,500 to $600,000. ' '

Reinsurance contracts do not reheve the Company from its obhgauons to pohcyho]ders Failure of
reinsurers to honour their obligations could result in losses to the Company.

The Company evaluates the financial condition of its reinsurers and monitors concentrations of credit
risk to minimize its exposure 1o significant losses from reinsurers’ insolvencies. The Company requires
a minimum credit rating for reinsurers of A- at inception of the treaty. Rating agencies used are _

A.M. Best and Standard & Poor’s. The Company also requires that most of its treaties have a security
review clause allowing the Company to replace a reinsurer during the treaty period should the reinsurer’s
credit rating fall below the level acceptable to the Company. Management concluded that the Company
was not exposed to significant loss from reinsurers for potentially uncollectible reinsurance as at the
consohdated balance sheet dates. .

Furthermore, the Company is the assigned beneficiary of trust accounts holdmg cash deposits, bonds
and letters of credit totalling $458,700 (2003 — $923,857) in guarantee from unlicensed reinsurers.
These amounts include $56,214 (2003 — $922,623) from an affiliated reinsurer. Trust accounts are held
in support of pohcy liabilities of $349, 513 (2003 - $761, 264) and could be used should these reinsurers
be unable to meet their obligations. '

Table 7.1 presents the impact of reinsurance on the consolidated statements of income.

Table 7.1 ‘ - 2004 2003

" Ceded Ceded
_ To affiliates Total To affiliates Total
Premiums earned ] $ (56,038) §  (155,013)% (402,787)% ' (495,839)
Claims and loss adjustment expenses 31,655 97,285. 298,630 311,099
Commissions ) ’ - 13,839 54,783 68,946
Premium taxes - - 11,360 11,360
General expenses - - 23,426 23,426

Loss before income taxes. $ (24,383) % (43,889)3%  (14,588)%  (81,008)
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8, RELATED PARTY TRANSACTIONS

The Company enters into transactions with the control]mg shareholder, ING Groep N.V. (“ING Groep )
and its affiliated companies. These transactions consist of management and advisory expenses rendered
by ING Groep and its affiliated companies, reinsurarice by an affiliated company (note 7), ﬁnancmg by
ING Groep and advisory fees earned from affiliated asset management funds. These transactions are -
carried out in the normal course of operauons. Accordingly, they are measured at the exchange amount,
which approximates fair value. These transactions are settled with counterparties on a regular basis.

In 2004, the Company incurred $17,632 (2003 ~ $14,626) in expenses and $9,509 (2003 - $10,383)
in interest. The Company also received advisory fees of $8,347 (2003 — $2,970).

Effective January 1, 2004, the Company commuted a quota share agreement with an affiliated company.
Consequently, the Company reassumed $665 000 in prevmusly ceded policy liabilities and received an
equwalent amount of investment assets.

At December 31, 2004, significant 1nter-corhpany balances were $65 (.2.003 - $15,638) for amounts
payable to an affiliated reinsurer, $2,654 (2003 — $3,110) for interest payable, and $306 (2003 - $306)
for other accounts payable. '

In 2000, a subsidiary of the Company launched a series of mutual funds under the ING brand name
for distribution in Canada. Subsidiaries of the Company have invested in these mutual funds {note 4).
The fair value of these investments is $167,989 {2003 $l64 785) representing 45.9% (2003 — 54. 8%)
of the funds’ total fair va]ue

- 9. !NCOME TAXES

{a) Income tax expense differs from the amount that would be computed by applying the federal and
provincial statutory rates to consolidated inconie before income taxes for the following reasons:

Table 9.1 . ¥ 2004 2003

Income tax expense calculated at statutory rates : 34.3% 35.2%

Increase (decrease) resulting from: ‘
Non-taxable dividends _ (8%  (14.2)%
Tax on large corporations ' o . .- 1.8%
Non-deductible accounting write-down . - 1.3%
Losses for which a tax asset is not recognized . - 3.9%
Non-taxable portion of capital gains (1.1)% -
Non-deductible expenses . o ) 0.7% 4.8%
Valuation allowance . - ' . ' - - . 29%
Other (net) . - : (3.0)% (2.0)%%

Income tax expense . : . ' ‘ 27.1% . 33.7%




(b} The most significant components of the future income tax balances are as follows:

“Table 9.2 2004 2003
Future income tax assets

Difference between accounting loss reserves and tax loss reserves 61,532 § 44,414
Difference between the market value and book value of investments 44,834 - 39,574
Losses available for carryforward 24,465 959
Premises and equipment 13,449 4,799
Deferred expenses for tax purposes 63,609 30,571
Total future income tax assets 207,889 § 120,317
Future income tax liabilities '

Deferred income for tax purposes o -$ 42400
Deferred gains and losses on specified debt obligations 45,753 23,222
Pension and retirement benefits 9,740 13,926
Other (net) 3,908 4,397
Total future income tax liabilities 59,401 $ 83,945
Net future income tax assets 148,488 $ 36,372

The Company had recorded cumulative impairments in its investments in ING mutual funds for which
an income tax asset of $4,443 (2003 — $5,000) had not been recognized as at December 31, 2004.

!

The Company had non-cabilal losses of $97,385 (2003 - $51,701} of which $29,796 (2003 - $48,961) had
not been recognized as a future income tax asset as at December 31, 2004. These losses may be used to.

reduce future taxable income and expire as follows:

Table 9.3
Year Amount
2005 $ 3,156
2006 3,617
2007 6,865
2008 4,242
2009 3,190
Thereafter 8,726
$ 29,796

The Company had allowable capital losses of approximately $27,943 (2003 — $24,500}, which had not
been recognized as a future income tax asset as at December 31, 2004. These losses may be used to

reduce future taxable capital gains.
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2004
Prope:rty and equipment, net (note 12) $ 52,297 § 42,428
Prepaid pension asset (note 13) - 69,316 59,857
| *Prepétid commissions 1,779 4,794
Assets held for resale - 2,116' '
Other assets . 4,151 2,240
| $ 127,543 § 111435
"+ 12. PROPERTY A\IDl EQUIPMENT
T_ab}e 12.1 shows the major categories of the Comnany’s property and equipment.
. Table 12.1 2004 . 2003 :
' Accumulated’ Book Accumulated Book
. Cost amortization value Cost - amortization value
Land $ 5113 §$ - $-5I113 § 335 3§ -3 3,355
Buildings 23,979 (13,038) 10,941 21,991 - (12,101) 9,890
Computer equipment 58,417 (45,166) 13,251 47,540 (38,144) 9,396
" Furniture and equipment 43,849 (28,236) 15,613 44,438 (30,316) 14,122
Leaschold improvements 15,541 (8,162) 7,379 13,187 (7,522) = 5.665
) $146,899 § (94,602) § 52,297. $ 130,511 $  (88,083)$ 42,428

1

10. GOODWILL AND INTANGIBLE ASSETS _
The Company performed its annual impairment tesnng and identified no 1mpa1rment in elther 2004

-‘or 2003. Imparrmfnts are non-cash in nature and they do not affect the Companys hqmdrty or ability

to discharge its habﬂmes

The intangible assets represent customer lists and the rights to offer renewals. They are amortmed

‘on a straight-line basrs over ten years.

11. OTHER ASSETS
Table 11.1 summarizes the major components of other assets.

Table 11.1

2003

. 13. EMPLOYEE F

UTURE BENEFITS

© The Company ha.l, several defined benefit pension plans, as well as defined contribution pension

plans resulting fro

" is December 31 an

actuarial valuatior

. The Company pa

m the acquisition of Allianz, For the defined benefit plans, the measurement date
1d the latest actuarial valuations were performed as of December 31, 2002. The next

ns will be perfornied as of December 31, 2005.

rtly finances several other retirement plans offermg life insurance and health beneﬁts

-which are closed to new participants, with the exception of those.acquired from Allianz.



- Table 13.1 presents the changes in the benefit obligations and fair values of plari assets and reconciles the

plans’ funded status with the net prepaid asset {accrued liability).

Table 131 ' : 2004 2003 2004 2003

, Pension plans Other plans
Change in benefit obligation i . B
Benefit obligation at beginning of year - $ (316,104)$ (280,506) %  (10,069)$ {7,438)
Current service cost R (15,373)  (12,667) C - -
Interest cost on benefit obligation (19,777} (19,010) (587) . (459)
Employee contributions’ - ' (3,831)  (355) - - - -
Actuarial losses ' : o (30) . (1L47%6). - - (2:713)
Benefits paid - ' . 13,576 11,111 675 - 541
Acquisition of Allianz - ' (10,984) - (12427 -
Benefit 6bligation_at end of year l $ (352,523)% (316,104} % (22,408)% (10,069}

.Change in fair value of plan assets :

 Fair value of plan assets at beginning of year ~ $ 391,132 § 329657 § - § -
Actual return on plan assets : 43,266 64,106 - =
Employer contributions ' _ - o 4,859 4924 . €75 541 .
Employee contributions : ' 3,831 3,556 - -
Benefits paid . . : (13,576)  (11,111) (675) - (541
Acquisition of Allianz : 10,984 - - R
Fair value of plan assets at end of year 0§ 440,496 § 391,132 § -8 -

Funded status
Excess (deficit) of fair value of plan'assets over

benefit obligation at end of year . _ $ 87973 § 75,028 $  (22,408)3  (10,089)

Unrecognized transitional {asset) obligation (73,682) (84,207) ‘ 1,117 1,225
" Unrecognized past service cost S 454 " 510 - -
Unrecognized net actuarial losses 40,234 . 57,445 2,666 3,517
Valuation allowance ' - (1,958) (2,237) - -

Net prepaid' asset (accrued liability) atend of year $ 53,021 $ 46,539 §  (18,625)% (5,327}

* Recognized as

Other assets (note 11) ; : $ 69;316 $ 59857 % -$ . -
Other liabilities . ) (16,295) (13,318) {18,625) (5,327}

Net prepaid_ asset (accrued liability) atend of year $ 53,021 $ 46,539 §  (18,625)% (5,327) .

Included in the benefit obligation and fair value of plan assets are the following amounts in respect of
plans that are not fully funded. -

Benefit obligation o $ (112,842)8  (77651)8  (22,408)$  (10,069)
Fair value of assets _ ' 90,948 57,105 - -

Deficit : % (21,894)% (20,546) %  (22,408)% . (10,069)
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45% in fixed income securities and 3% in other i investments.

The employer contrit;utions and cost recogniied for the defined contribution plan were $278 in the
month of December 2004. '

:At December 31, 2004, 52% of the defined benefit pension plans’ assets were held in equity secuntles,

Tab]c 13.2 provides details of the components of the accrued benefit exp'ense (income) before,

adjustments to recognize the long-term nature of employee future benefit costs, as well as a

+ reconciliation with the accrued benefit expense {income).

Table 13.2 o : 2004 2003 2004 2003
' | - Pension plans Other plans
* Accrued benefit (mcome) expense
Current serv1ce cost $ 15373 % 12,667 $ -§ L -
Interest cost on bi:neﬁt obligation . 19,777 19,010 587 459
Actual return on plan assets (43,266) (64,106) - -
Net actuarial Ioss& (gains) . 30 11,476 " {675) 2,713
Accrued benefit (income) expense before
adjustments to récognize the long-term nature )
of employee futulre benefit costs $ (8,086)% (20,953) % (88)% ~ 3172 '
‘Excess of actual return over expected return : '
on plan assets for the year . $ 15072 § 38658 § -$ -
Amortization of past service cost ' , .56 56 - -
. Amortization of tiransitional (asset) obligation (10,525) {10,525} 108 . 108
Amortization of net actuarial losses - 2,169 » 4,658 - 176 7
Net actuarial (los.if,es) gé'ms arising during the year - (30) {11,476) 675 (2,713)
Amortization of valuatmn allowance 279 --(279) - -
Change in valuatlon allowance ' - '(4,706) - -
871 § 574

Accrued benefit (mcome) expensé - $ (1,623 %

obllgatlons and benefit expense (income).

(4,567) $

2003

. , Table 13.3 summarizes the key weighted average assumptlons used for the measurement of the benefit

Table 13.3 ] i 2004 2004 2003
| : Defined benefit plans Other plans
To determine benefit obhgatlons at end of year
Discount rate 6.0% 6.0% 6.0% 6.0%
Rate of increase in future compensation 4.0% 4.0% 4.0% n/a
To determine beneﬁt expense (income) for the year
Discount rate : : : 6.0% 6.5% 6.0% 6.5%
Rate of increase in future compensation 4.0% 4.0% n/a nfa
: 7.75% nfa’ n/a

Expected long-term rate of return on plan assets 7.25%




The wc1ghted average: of the assumed health care cost trend rate for 2005 used to measure the expected
cost of benefits covered by the plans is 1 3%, dechmng by 19 per year for each of the next four years.

Table 13.4 shows the impact of a 1% increase and decrease in the health care cost trend rate on the other

" plans’ benefit obligation.and on the service and interest cost.

Table 13.4 . 2004

1% increase 1% decrease
(Decrease) increase in benefit obligation $ (1,508} § - 1,426,
{Decrease) increase in the service and interest cost . o (130) 131

14. LONG-TERM INVESTMENTS

The Company has investments in companies in which it has significant influence. These investments are
referred to as long-term investments and are recorded using the equity method. Under this method, the
Company records its share in the net income of long-term investments, computed by the consolidation

method. Net income from long-term mvestments is included in investment income.

Table 14.1 ‘ 2004
Opening Additional Closing
balance investment Income Dividends balance
P&C Insurance Brokerages 8 4,431 § 6,374 $ 8,098 $  (7.795)% 48,108
Other ' 7,086 . (7,086) - - -
$ 48517 $  (712)$ 8,098 $ (7,795)$ 48,108
Table 14.2 2003
Opening  Additional Income Closing
. balance investment . (loss)  Dividends balance
P&C Insurance Brokerages . $ 77987 $ (39,391) $ 6920 8 (4,085) $ 41,431
Other , 10,478 - (3,392) - 7,086
‘ $ 88,465 % (39,391} % 3,528 % (4,085) % 48,517

In May 2004, the Company disposed of its investment in IPC Financial Network Inc. for proceeds of
approximately $26,700 and an after-tax gain of $19,900.
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15. DEBT OUTSTAlNDING
Table 15.1 summarizes the Company’s loans and lines of credlt

Table 15.1 .

Issuer Maturity ~ Rate 2004 2003
ING Verzekeringen, N.V. August 27, 2006 627% $ 127,000 $ 127,000
ING Verzekeringen, N.V. @ LIBOR + 8 Bp. .= . 75,000
ING ‘Ins-urance International, NV, ® - 259,082
ING Insurance Intlernational, NV @ . 129,230 ' -
Royal Bank of Can'ada w . : - 22,000

Royal Bank of Canjada ' . - -

$ 256,230 § 483,082

(a) Renewable for succ:essive periads of three months for an undetermined period of time, but at least wntil January 23, 2006.

{b) The 25,308,200 preferred shares were redeemed at their book value pnor to the amalgamation
it consideration ofja non-interest bearing promissory note.

(¢} Non-interest beanng promissory note, representing the outstandmg balance arising from the redemption of preferred shares.
The note was fully ll'l:pald in January 2005, following the exercise of the over-allotment option granted to the underwriters as a
result of the initial pub]lc offering {note 23).

(d) Revolving credit faflllh" renewable for successive periods of three months until January 23, 2006, The revolving facility
was repaid in full alnd cancelled during 2004. .

(e) Uncommitted rcvclvmg credit facility in the amount of $50,000, which may be drawn as primary loans at the pnme rate
or as bankers® acceptances at the bankers’ acceptance rate. .

16. SHARE CAPITAL
Prior to the ama]gamauon {note 1), the Company reduced the capital on its exlstmg 141,569 common
shares by an amount of $428, 684

As a result of the amalgamation, the Company’s share capital consisted of the following:

(i) An unlimitedlamount of shares of one class designated as common shares of whlch 93,620,000
were issued as a result of the conversion of the 141,569 common shares;

(ii} An unlimited lnumber of a second class designated as Class “A” shares, and;

{iii) One share of a third class designated as the Special Share which is convertible into one common share.
The beneficial owner of the Special Share is entitled to nominate and elect a certain number of
directors to r.hle board and appoint the chief exective officer, as determined by the number of common
shares that the holder of the Special Share beneficially owns.

Upon the closing of the initial public offering, 34,880,000 common shares were issued at a price of
$26.00 per share. :

Table 16.1 summarizes the Cbmpany’s share capital.

Table 16.1

2004

2003

] 7 Issued and
‘Authorized outstanding

Issued and
Authorized outstanding

Classes of shares (shares) {shares) Amount (shares) - (shares) - Amount .
~Common’ Unlimited 128,500,000 $ 1,052,290 Unlimited 141,569 $ 605,905
Class A Unlimited ' - - nfa nfa -~ nfa
Special One 1 - n/a n/a n/a
' $ 1,052,290 $ 605,905
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17. EARNINGS PER SHARE

Table 17.1 ' L ' 2004 2003
Basic earnings per share '
Net income available to common shareholders $ 624,152 § 150,487
Average number of common shares (in thousands) ‘ . 95,818 93,620
Basic earnings per share - $ 6.51 $ 1.61
Diluted earnings per share ' .
Net income available to common shareholders - $ 624,152 § 150,487
Net interest income on proceeds of over-allotment option , 114 ' =
Adjusted net income available to common shareholders § 624,266 § 150,487
Average number of common shares (in thousands) : 95,818 93,620
Common shares granted in over-allotment® (in thousands) 330 -
Average numnber of diluted common shares o 95,148 93,620
Diluted earnings per share o $ 6.49 § 1.61

{1) For comparative purposes, the number of common shares in 2003 reflects the reo ization of capital which occurred in 2004
P purp! Tgan P
(Note 16). ’ '

(2) Note 23.

18. ACQUISITIONS

Acquisition of Allianz

The Company entered into a share and loan purchase agreement dated October 7, 2004 with Allianz AG
and Allianz of America Inc. to acquire most of Allianz’ operations in Canada as described below.

The transaction was effective November 30, 2004 and was completed December 8, 2004. The results

of Allianz for the month of December 2004 have been included in the Company’s consolidated
statements of income for the year ended December 31, 2004. Pursuant to the purchase agreement:

(i) The Company acquired all of the issued and outstanding shares of Allianz.
(ii) The Company purchased a certain debt of Allianz of $91,000.

(iii) The Company completed the transaction for cash consideration of $279,000 for the shares of
Allianz. The purchase price was funded by existing investments and a bridge loan from a Canadian
chartered bank. The bridge loan was repaid in full following the initial public offering.

{iv) A series of restructuring transactions (the “Restructuring”) requiring Allianz to transfer a portion
of its business (the “AGR Business”) to the Canadian branch of Allianz Global Risks US Insurance
Company (“AGR”) will be completed in 2005, Until regulatory approval is obtained for the
Restructuring the AGR Business is subject to a quota share agreement with Allianz Global Risks
Riickversicherungs AG. Conseqiiently, the AGR Business has no net impact on the consolidated
statements of income of the Company.
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Table 18.1 presents the allocation of the purchase price.

, I . Table 18.1
. i' ‘ . Purchase equatip'n . .
l ~ Purchase price g $ 370,000
' Less: Cash consideration for loan purchased ' (91,062)
‘;" . * Cash consideratioin for shares _ ' 278,938
' Add: Transaction costs ' : . 4,500
‘ Net balance sheetiassets acquired o ’ . 283,438
; Less: Fair value of net tangible assets acquired o (199,435)
‘ Excess | o . $ 84,003
Fair value of the :net tangible assets . : o
Book value of A].I%anz _ $ 32822
Less: Fair value adjustments : ‘ . (127,013)
Less: Integratiqn costs® ) : R ’ (34,518)
' Add: Future income taxes on the foregoing 5 32,740
F Fair value of net tangible assets acquired - _ ‘ S8 199435
) Allocation of excess - _ _ o
1‘ Intangible assets 1 customer lists and rights to offer renewal ] $ 37,249
| i Goodwill : ' - 46,754
. . . Net intangible assets and goodwill 7 . $ 24,003
|

! l‘ {1} Integration costs represent amounts to be incurred related to the integration of the operations of Allianz over the next twelve to
| ] eighteen months and consist of provisions for involuntary employee terminations, redundant lease space, discontinuance of
'+ information systems and regulatory policyholder notification requirements.

oo Table 18.2 presents selected items of Allianz’ balance sheet at fair value at the date of acquisition.

o

L Table 18.2 .

: ) Cash and cash equivalents - ' $ 15188
Investments : - 1,061,513 - |

X Reinsurers’ share of unpaid claims and adjustrment expenses . 4 ) 505,188

i Reinsurers’ share !Of unearnéd premiums . . ‘ o " 58,476 .

' Deferred acquisition costs : " . " 47,606

i Goodwill and intangible assets - 84,003
Unpaid claims anld adjustment expenses : - (1,221,556)
Unearned premiulms : - ' ’ (369,154)
Total assets . _ ' 2,115,432
Total liabilities _ ' e (1,831,994)

Shareholder’s equity : (283,438)




Other

Under the terms of an agreement with a major Canadian property and casualty insurance company,

certain guarantees were provided with respect to policy liabilities acquired by the Company as of

December 31, 2001. Amounts recoverable pursuant to this agreement, including interest, are due in 2004
and 2005 with a final settlement on April 30, 2007. Management estimates that the amount recoverable
is in the magnitude of §100,000.

19. CONTINGENCIES - _ _

In the normal course of operations, various claims and legal proceedings are instituted against the
Company. Legal proceedings are often subject to numerous uncertainties and it is not possible to predict
the outcome of individual cases. In management’s opinion, the Company has made adequate pmviéion
for, or has adequate insurance to cover all claims and legal proceedings. Consequently, any settlements
reached should not have a material adverse effect on the Company’s consolidated future operating
results and financial position.

20. COMMITMENTS AND GUARANTEES
Table 20.1 presents future minimum payments under long-term leases for premises and equipment.

Table 20.1 .

Year : ' . Amount
2005 ' ' ' $ 44979
2006 - ' _ 39,290
2007 _ - , 39,495
2008 31,353
2009 _ ' A 26,597
Thereafter e C . 97,973

$ 279,687

_ In the normal course of operations, the Company provides indemnification agreements to directors

and officers, to the extent permitted by law, against certain claims made against them as a result of their
services to the Company. The Company has insurance coverage for these agreements. -
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21. SEGMENTED [INFORMATION

The Oorﬁpany’s core business activity is property and caéualty insurance. Property and casvalty

operations include two manufacturing segments and the investment segment. The manufacturing’

segments are personal lines and commercial lines. Classes in the personal lines segment include
automobile and property. Classes in the commercial lines segment éncompass commercial property and
liability, automobile, surety, marine, as well as niche products that are targeted towards limited markets
requiring specialilzed underwritixig and claim settlement. The effect of reinsurance is reflected in the
revenue and results of the manufacturing segments. The investment activities consist of managing the

" investment portfolio for the Company as a whole. Investment income is shown net of investment

expenses. Non property and casualty segments include the corporate and other activities, as well as
realized investment gains. The corporate and other activities include miscellaneous sources of income
such ‘as commissions and advisory fees and related expenses, the Company'’s share of the net income

from long-term investments and expenses related to nen-recurring items, such as acquisitions, whose
effects are not allocated to any other segment.
Table 21.1 . 2004 2003
Revenue
Property and casualty insurance _
Personal in51|1rance $ 2,343,448 $ 1,828,682
Commercial insurance , 1,021,115 932,215
Investment ' 256,692 208,786
Total property and casualty insurance _ T3,621,255 2,969,683
Corporate and|other ) 27.213 . 13,542
Realized investment and other gains 132,418 32,134

Total revenue | $ 3,780,886 $ 3,015,359
Income (loss) before income taxes C '

Property and casualty insurance . _
Personal insurance ' ' 339,228 (35,556)

Commercial insurance - 130,802 87,241
Investment 246,964 200,500
Total property and casualty insurance —_— 716,994 252,185
Corporate and other ’ 6,360 {57,354)
Realized investment and other gains 132,418 32,134
Total income before income taxes 855,772 226,965
Assets
Property and ﬁasualty insurance _ . 9,230,609 6,731,359
Corporate and other ' 432,515 175,426
Total assets | ' $ 9,663,124 $ 6,906,785
Goodwill acquired during the year
. Property and clasualty insurance $ 32525 -
Corporate and other 14,229 -
- Total goodwill acquired during the year $ 46,754 -
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* 22, FAIR VALUE DISCLOSURE )

The fair value of financial assets and liabilities, other than investments and short securities (note 4),
derivative financial instruments (note 5) and policy liabilities (note 6) approximates their book value
due to their short-term nature.

23. SUBSEQUENT EVENT

Pursuant to the initial public offering, the underwriters were granted an over-allotment option to
purchase up to an additional 5,232,000 common shares at the offering price of $26.00 per share within
thirty days from the date of the closing of the offering. The option was exercised in full in January 2005
for net proceeds of $129,230.

24, COMPARATIVE FIGURES
Certain comparative figures have been reclassified to conform to the presentation adopted in the

current year.




Glossary of Select.ecl Terms

Adverse development
Losses for which esnmanons of ultimate mcurred
losses and allocated LAE are proven inadequate.
Increases in incurred los:ses as a result of adverse
development are recognized in financial statements
in the period of the charllge.

Case reserves
The liability established|to reflect the estimated
cost of reparted but unpaid claims and claims
expenses that the insurer will _'ultimately be
required tp pay.

Claim expenses
The expenses of settlinglclaims, including allocated
loss adjustment expensels and unallocated

loss adjustment expenses. Claim expenses are also
referred to as loss adjustment expenses (LAE).

Claim reserves
The total of case reserves and IBNR.

Claims ratio
Claims and claim expenses incurred, net of

.reinsurance, expressed as a percentage of net

premiums earned. Loss ratio is also referred to
as claims ratio.

Combined ratio
The sum of the claims ratio and the expense ratio,
determined in accordance with GAAP.

A combined ratio below 100% indicates a profitable
underwriting result. A combmed ratio over 100%
indicates an unproﬁtable underwriting result.

Direct premiums written

The total premiums from the primary insured in
respect of insurance underwntten by an insurer
during a specified perlod

Expense ratio
Expenses including commissions, premium taxes
and all general and administrative expenses,
incurred in operating the business during a defined
period and expressed as:a percentage of net earned
premiums for the same period.

Gross premiums writtlen
Total premiums for insurance written, including
assumed reinsurance, dunng a given peried.

. for accounting purposes as revenue during a period, R

Incurred but not reported (IBNR) reserve f“f 'pr J“ ”f f'\' A 113
A combination of reserves for estimated losses AMNCL
that have been incurred but not yet reported and

a reserve for future developments on losses which

have been reported.

Net premiums earned
The portion of premiums written that is recognized

i.e., the portion of premiums written allocable to
the expired portion of policies after the assumption
and cession of reinsurance. '

Net premiums written

Gross premiums written for a given period
less premiums ceded to reinsurers and
retrocessionaires during such period.

Provision for adverse deviation

An amount added to loss reserves to provlde for
adverse deviation from loss reserve estimates
including a provision covering the claim
development variability, the risk associated with
reinsurance recoveries and the interest rate risk.

Redundancy (deficiency)

Claims reserves are re-evaluated at different
points in time. An increase from the initial
estimate indicates a deficiency and a decrease
indicates a redundancy. '

Reinsurance

An arrangement in which an insurance company,
the reinsurer, agrees to indemnify another
insurance or reinsurance company, the ceding
company, against all or a portion of the insurance
or reinsurance risks underwritten by the ceding
company under one or more policies.

Underwriting profit

The difference between net premiums earned
and the sum of net claims incurred,
commissions, premium taxes and all general
and administrative expenses.
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Cautionary Note Regarding Forward-looking Statements

Certain of the statements contained herein about our current and future blans, expectations and
intentions, results, levels of activity, performance, goals or achievements or any other future events or
developments constitute forward looking statements. The words "inay", "will", "would", "should",
"could", "expects”, "plans”, "intends”, "anticipates”, "believes”, "estimates", "predicts”, "likely" or
"potential” or the negative or other variations of these words or other comparable words or phrases, are
intended to identify forward looking statements. Forward looking statements are based on estimates and
assumptions made by us in light of our experience and perception of historical trends, current
conditions and expected future developments, as well as other factors that we believe are appropriate in
the circumstances. Mz-my factors could cause our actual results, performance or achievements or future
events or developments to differ materially from those expressed or irnpliéd by the forward looking
statements, including, without limitation, the following factors: our ability to implement our strategy or
operate our business as we currently expect; our ability to accurately assess the risks associated with the
insurance policies that we write; adverse capital market developments or other factors which may affect
our investments; the cyclical nature of the P&C insurance industry; government regulations; litigation
and regulatory actions; periodic negative publicity regarding the insurance industry;- intense
competition; our reliance on brokers and third parties to sell our products; our ability to successfully
pursue our acquisition strategy; our zbility to integrate the business of Allianz Canada; our ability to
achieve cost savings anticipated from the acquisition of Allianz Canada; uncertainties associated with
our acquisition of Allianz Canada; the substantial influence of ING Groep; our participation in the
Facility Association (a mandatory pooling arrangement among all industry participants); terrorist
attacks and ensuing events; the occurrence of catastrophic events; our ability to maintain our financial

* strength ratings; our ability to alleviate risk through reinsurance; our ability to successfully manage

credit risk; our reliance on information technology and telecommunications systems; our dependence
on key employees; general economic, financial and poliﬁca] conditions; our dependency on the results of
operations of our subsidiaries; the lack of a trading history of, and the current absence of a liquid
market for, our common shares; the volatility of the stock market and other factors affecting our share
price; and future sales of a substantial number of our common shares. These factors should be
considered carefully, and readers should not place undue reliance on our forward looking statements.
We have no intention and undertake no obligation to update or revise any forward looking statements,
whether as a result of new information, future events or otherwise, except as required by law.
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Management’s Di]scussion and Analysis of Financial Condition
and Results of Operations '

February 15, 2005
The following discussion and analysis of our financial condition and results of operations should be read
in conjunction with our fonsolidated financial statements and accompanying notes thereto in our Annual
Report and our Annual Information Form available at www.sedar.com. Certain totals, subtotals and
percentages may not reconcile due to rounding.

CURRENT OUTLOOK . .
We believe that several key factors will affect the property and casualty (P&C) insurance industry in
the next 12 to 24 months.

Given the large contribution of automobile insurance to the premium volume of the P&C insurance
industry, regulatory charllges to automobile insurance are expected to continue to impact the
performance of the P&Cf insurance industry. Furthermore, the lower automobile claim frequencies
observed in 2004 will eitlher return to historical levels or due to the competitive nature of the market
lead to premium reductions in the coming 24 months.

Favourable experience in commercial insurance in the last three years and the strengthening of the P&C
insurance industry's capital position will likely accelerate competition in commercial insurance.
Consequently, the industry’s growth rates for the next 12 to 24 months are likely to be below historical
levels. We also expect that the underwriting results will not rerain at such favourable levels.

CHALLENGES AND STR‘ATEGY

Our strategy remains focused on industry outperformance and profitable growth, organically and
through acquisition.

Notwithstanding the ex‘ceptional progress made in 2004, some headwinds began to take shape last
year that will pose chall‘gnges for us in 2005. Automobile insurance rate freezes, rollbacks and
reductions introduced 1‘n various provinces over the last two yeats .caused our top line organic growth
to slow significantly in 2004 and will continue to dampen growth in 2005. The decline in claims

frequency witnessed in ‘recem years and most notably in 2004 may not be sustainable and will likely
return to historical levels, ultimately leading to lower underwriting profits. And finally, competition in

commercial lines intens‘iﬁed in 2004 as a result of higher profitability and an improved capital

position for the industry.
We plan to respond thoughtfully and agpressively to each of these challenges.

Top line growth is driven not only by rate levels but also through the attraction of new customers and
the retention of existing customers, Our strategy for growth is therefore focused on doing that. We
have begun implementétio_n of an aggressive growth plan for our fast growing direct distribution
channel, BELAIRdirect.|We have additionally introduced various initiatives to further improve our
service levels to customers and broker partners. Qur Client Service Guarantee for customers and
rollout of point-of-sale applications with brokers are examples of these initiatives airned at increasing

satisfaction levels of our customers and broker partners and their ease of doing business with us.




We believe that our sophisticated risk segmentation approach to pricing and underwriting will
enable us to deliver underwriting profits even if the trends are less favourable than in recent years.
We will continue to sharpen our risk based pricing models by continually assessing the effectiveness

of the rating variables.

To address increased competition in commercial lines in 2005, we will launch marketing and client
service initiatives designed to increase unit count growth and improve policy retention. In addition,
we will enhance and expand our small business model for brokers. The combination of improved
service, better technology and ease-of-doing-business should improve our penetration in the smatl

business segment.
CREATING VALUE FOR SHAREHOLDERS
We continued to outperform the industry in 2004, this time by a wider margin than usual.

The return on equity (ROE) for our insurance subsidiaries in 2004 was 39.6% compared to an
estimated 20.6% for the property and casualty industry. Over the last twelve years from 1993 to 2004,
the average ROE of our insurance subsidiaries (15.0%) exceeded that of the industry {9.2%) by 5.8
percentage points. This consistent track record of outperformance demonstrates our commitment
and our ability to deliver strong shareholder returns. o

ROE* PERFORMANCE OF QUR INSURANCE SUBSIDIARIES
COMPARED TO THE P&C INSURANCE INDUSTRY

ING Canada .= PC Insurance Industry

ROE (%)

1993 1994 1995 1996 1997 1998 1899 2000 2001 2002 2003 2004

» Excludes ROE of our non-insurance companies,

Source: IBC for estimated industry ROEs. Company reports for ING Canada ROEs.
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OVERALL PERFORMANCE

* Net income for the year ended December 31, 2004 of $624.2 million represents an increase of
.$473.7 million, or 314.8%, compared to net income of $150.5 million for the comparative period in
_2003. These results were driven by improved underwriting results, including historically low claims -

ratios in tnost lines of business, plus significant increases in realized investment and other gains and

" investment income.

* Investments increased by $2,148.9 million or 55.6% to $6,010.4 million at December 31, 2004 compared-

to 2003. The significant ‘growth was primarily due to the acquisition of Allianz of Canada, Inc.
{“Allianz™) which contri;buted $1,061.5 rnil]i_on of investments. The Allianz contribution to investment
income in the month of December was $3.2 million. The comrmutation of a quota share reinsurance
treaty on January i, 2004 increased investments by $665.0 million and generated a full year of
investment income. In addition, profits were generally earned evenly throughout the year and were

invested and contributed to investment income.

Shareholders’ equity increased by $1,070.5 million or 108.2% to $2,059.6 million at December 31, 2004,

In addition to the net income of $624.2 million, the completion of an initial public offering (“IPO”) in

December increased eqllity by $875.1 million. We used a portion of the total proceeds to repay existing
debt plus some additional debt established as part of a corporate restructuring undertaken prior to the

IPQ. Just prior to this restructuring, $428.7 million of shareholders’ equity was converted, through '

. reduction of stated capital, into promissory notes and ultimately repaid to the controiling shareholder.

. The summary financial data set forth in the following tables have been prepared in accordance with
. Canadian generally' accepted accounting principles (“GAAP”) and have been derived from our
" consolidated financial statements as at and for the years ended December 31, 2004, 2003 and 2002.

Years ended December 31
(in millions of dollars except for per share data) ; 2004 - 2003 2002
Direct premiums written $ 3,575.9 $ 3,4438 § 3,107.0
~ Total revenue ' 3,780.9 . 3,015.4 2,559.1
Underwriting income (loss) 4700 51.7 (27.3)
Net income 624.2 150.5 29.3
Earnings per share ' )
* Basic ' $ 651 $ 161 § 031
* Diluted ‘ $ 649 $. 161 $§ 031
" As at December 31 .
{in millions of dollars) ' : i ' ©. 2004 - 2003
- Investments ' : ‘ $ 6,010.4 $ 3,861.5
Total assets , - _ 9,663.1 ' 6,906.8
© Debt outstanding ' 256.2 483.1

Total shareholders’ equity 2,059.6 '989.1
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The following table shows our selected financial ratios and ROE data,

Years ended December 31

2004 2003 2002
Claims ratio h 56.6% 68.1% 73.8%
Expense ratio 29.4%  30.0% 27.4%
Combined ratio . 86.0% 98.1% 101.2%
ROEW _ 40.9% 16.5% 3.0%
ROE of our P&C insurance subsidiaries” 39.6% 15.5% 4.5%

(1) Represents our net income for the twelve months ended on the date indicated divided by the average shareholders’ equity over
the same twelve month period.

(2) Represents net income for the twelve months ended on the date indicated of our P&C insurance subsidiaries divided by the
average shareholders' equity for our P&C insurance subsidiaries over the same twelve month period. Our P&C insurance
subsidiaries consist of Belair Insurance Company Inc., ING [nsurance Company of Canada, ING Novex Insurance Company of
Canada, The Nordic Insurance Company of Canada and Wellington Warranty Company Inc. After November 30, 2004 the results
of our P&C insurance subsidiaries consist of the results of the above-mentioned subsidiaries as well as the subsidiaries of Allianz:
Allianz Insurance Company of Canada and Trafalgar Insurance Company of Canada.

Underwriting income for the twelve months ehding December 31, 2004 of $470.0 million represents an
increase of $418.3 million over 2003. While all lines of business performed strongly in 2004, a significant
portion of the underwriting results was driven by our personal automobile portfoliol contributing $291.9
million to the underwriting income for the year. ' '

The performance of the automobile portfolic in 2004 was driven by an unexpected reduction in claim
frequencies, by claims cost stabilization resulting from product reforms in most markets as well as
improvement in the assumed underwriting results from the Facility Association (the statutory residual
market insurance pools in which we are required to participate). '

We have observed an unexpected reduction in automobile claim frequencies in key markets in 2004,
most evident in physical damage to vehicles. We believe that reduced precipitation (including snow and
rain} experieniced during the year 2004, increases in the price of gasoline and a change in consumer
behaviour regarding smaller claims, were important contributors to the decrease in frequencies, Other
long term favourable trends contribute to explaining the reduction in frequencies such as favourable

.economic conditions and aging of the driving population,

The reforms implemented throughout 2003 and primarily 2004 in Alberta, New Brunswick, Nova Scotia
and Ontario appear to have reduced the cost as well as stabilized claims inflation to the extent
anticipated. This has led to significant reductions in rate levels and has increased availability of
automobile insurance in these markets. As many of the factors driving the unexpected decreases in
collision frequency would also impact on bodily injury and accident benefit claims however, we remain
cautious in our assessment of the lasting impact of these reforms.




" 'The Facility Association results improved in 2004 from significant loss positions for the years 2001, 2002
. and 2003 contributing $101.5 million to the overall improvernent in the underwriting income in 2004
~ compared to 2003, The improvement in the Facility Association underwriting income results from

significant rate increas_e? implemented throughout 2003 and 2004, from an unexpected drop in claim

frequencies and favoura‘ble development on prior accident years’ claims. The impact of the reforms in
addition to the adjusted rate levels, has caused the number of drivers insured through the Facility

. Association to decrease significantly in 2004.

" SIGNIFICANT TRANSACTIONS

Initial Public Offering

: The Company completed an IPO on December 15, 2004, pursuant to the filing of a prospectus dated

- December 9, 2004. As a result of the offering, 34.9 million common shares were issued at $26. 00 per
. share for proceeds of $858.5 million net of underwriters’ fees and other expenses. Pursuant to the

. underwriter’s agreement for the prospectus, an over-allotment option was granted and then exercised

subsequent to Decembe‘r 31, 2004 for which 5.2 million additional common shares were issued and net
proceeds were received \Of $129.2 million. ING Groep N.V. remains the controlling shareholder with 70%

" of the shares issued and outstandmg

Acquisition of Allianz

Consistent with our grawth strategy, the Company entered into a share and ioan purchase agreement
dated October 7, 2004 with Allianz AG and Allianz of America Inc. to acquire most of Allianz’
operations in Canada. included in the acquisition were two insurance companies, Allianz Insurance
Company of Canada and Trafalgar Insurance Company of Canada which together were the thirteenth

largest P&C insurance group in Canada with a 2.7% market share based on its 2004 direct written
i premiums of $797.6 mllllon Part of this ($193.5 mllhon), referred to as the "AGR Business”, related to

insurance coverage of industrial risks for farge Canadian companies.and multi-national clients of

" Allianz AG. As described below, this business is not part of the acquisition. The acquired business is

distributed exclusively through brokers including a network of brokers branded “Grey Power” which

i targets individual customers over the age of 50. We are integrating the acquired business into our
operations over the next 12 to 18 months. Also part of the acquisition was a network of insurance
. brokerages, Canada Brokerhnk which sells the products of P&C insurance companies to individuals

and small- to medmm-lslzed businesses. The transaction was recorded with an effective date of
Novemnber 30, 2004 and was completed December 8, 2004, The results of Allianz for the month of

. December 2004 have been included in the Company’s consolidated statement of income for the year
- ended December 31, 2004, contributing direct premiums written for the month of $59.8 million, net
: premiums earned of $50.1 million and net income of $10.1 million.
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As a result of the acquisition, the Company acquired all of the issued and outstanding shares of Allianz
for cash consideration of $279.0 million and purchased certain debt of $91.0 million. The total purchase
price for the shares of $283.4 million including transaction costs has been allocated on a purchase
accounting basis, measured at fair value, to net tangible assets of $199.4 million, net intangible assets of
$37.2 million and goodwill of $46.8 million (see note 18 of the accompanying consolidated financial
statements).

The transaction excludes the AGR Business which is expected to be transferred, pursuant to a
restructuring transaction, to the Canadian branch of Allianz Global Risks US Insurance Company
(“AGR™) in 2005, Until regulatory approval is obtained for the restructuring transaction, the AGR
business is subject to a quota share agreement {a form of pro rata reinsurance) in which Allianz Global
Risks Riickversicherungs AG has all of the risk. In addition, we have a corporate guarantee against any
loss on the AGR business. Consequently, the AGR business has no net impact on the consolidated
statement of income of the Company.

The fair value of the goodwill and intangible assets recorded at the effective acquisition date of
November 30, 2004 is $32.9 million less than the estimate that had been disclosed at September 30, 2004
in our prospectus. This is the result of a $20.0 million higher book value at closing due to more net
income from the business to be retained as well as the business to be excluded after closing, $11.1
million lower estimated integration costs than originally anticipated and $8.1 million lower fair value
adjustments due to a higher market value adjustment on investments minus $6.3 million tax effect for
these changes. Integration costs represent amounts to be incurred related to the integration of the
operations of Allianz over the next 12 to 18 months and consist of provisions for involuntary employee

* terminations, redundant lease space, discontinuance of information systems and regulatory policyholder

notification requirements, These estimates represent management’s best judgement based on
information known at this time and further adjustments may be identified.

The Company anticipates that it will also incur other transition costs of $11.6 million in 2005 and the
first quarter of 2006 relating to the acquisition of Allianz. These costs will be charged to expense in the
consolidated statements of income in the period that they are incurred as they do not qualify under
purchase accounting rules for recognition as integration costs for the Allianz acquisition,

Intercompany Quota Share Retrocession Treaty

As at January 1, 2004, we commuted the inter-company quota share retrocession treaty related to the
2001 purchase of a portfolio from Zurich Insurance Company. Consequently, net policy liabilities
previously ceded of $665.0 million were reassumed by us and investment assets in approximately an
equivalent amount were received from the reinsurers. There was no significant impact on our current
year's results from commuting the treaty.
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SUMMARY OF QUARTERLY RESULTS _
' {in millionsofdoljars . 2004 o 2003
.except for per share data) Q4 Q3 Qz Q1 Q4 Q3 Q2 Ql.
Direct Premium Written =~ $ 883.0 $921.6$1,043.4 $727.8 $851.6 $918.7 $990.2 $683.3
Total Revenues 1,004.7 9197 900.7 9558 808.0 ' 777.6 7353 6945
Underwriting Income {loss) 1184 1337 1745 434 (13.3) 444 446 (24.0)
Income (loss) before income taxes 229.7 217.1 2386 1704 478 954 856 (1.9
Net Income 1731 1636 1724 . 1151 247 667 582 0.9
Earnings per Share _ : - '
Basic : . $ 169 $ 1.75 % 184 % 1.23 § 026 § 0.7 $ 062 § 001
Diluted 1.67 1.75 1.84 1.23.  0.26 0.71 0.62 0.01
Earnings per adjusted share " '
Basic Pro Forma T$ 1358 127 § 134 5 090 $ 019 $ 052 $ 045 § 0.0
Diluted Pro Forma 129 122 129 086 018 050 °-044 001

Note (1) Financial mformanon included in earnings per adjusted share is not derived from the Company’s financial statements
and includes non-GAAP finaricial measures that do not have any standardized meaning prescribed by GAAP. They are therefore
unlikely ta be comparable to any similar measures presented by other companies. To facilitate comparison between historical and
future performance, basic and diluted earnings per adjusted share is calculated on a pro forma basis as if the 128.5 million
common shares outstanding aftcr our reorganization and completion of the IPO were outstanding at the beginning of each of the
eight quarters, and as if 133.7 mnlllon common shares, the difference being the shares issued in January 2005 as part of the over-
allotment granted to the underwmers, had been outstanding during the past eight quarters. The calculation includes non-GAAP

. financial measures, and net mcome used for the pro forma earnings per adjusted share calculations has not been adjusted for

interest income and expense that would have been realized by the Company from investing the net proceeds of the initial public
offering and reducing the dcbt outstanding. By adding the respective quarters, the basic and diluted pro forma earnings per
adjusted share for 2004 would have been $4.86 and $4.67, respectively, an increase of 315.4% and 313.3% over §1.17 and $1.13 for
2003, respectively.

Net income for the fourth quarter of 2004 of $173.1 million was significantly better than the $24.7
million for the comparative period in 2003. Direct written premiums were up $31.4 million or 3.7% in
2004 compared to 2003! The strong underwriting results experienced in the first nine months continued
during the fourth quarter plus the addition of Allianz in Decernber added $10.} miilion of l_]ét income
and $59.8 million of direct premiums written and net earned premiums of $50.1 million.

On a segmented basis, both personat and commercial insurance revenues were higher in 2004 than 2003.
Both benefited from the addition of Allianz in December as well as the commutation of the quota share
treaty increased the net ‘tpremiums written and earned premiums for 2004. Income before income taxes
increased significantly for personal insurance while commercial insurance reported a pre-tax loss of $3.4
million compared to a f:roﬁt of $28.5 million for 2003,

Corporate and other pre-tax income of $4.0 million was a strong improvement over an $8.4 million
2003 loss. '
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RESULTS OF OPERATIONS

Segmented Information )

We report our underwriting results through two operating segments of our P&C insurance business:
personal insurance and commercial insurance plus the investment results of our P&C insurance
subsidiaries is a third operating segment. In addition to these operating segments, our results include
our non-operating segments, namely corporate and other activities, and realized investment and other
gains (losses).

The following table presents selected information on our three operating segments, as well as corporate
and other and realized investment and other gains.

Years ended December 31~ .

(in nillions of dollars) 2004 2003 2002
Revenue

P&C insurance

Net premiums earned

Personal insurance $ 23435 § 1,8287 $ 1,563.9

Commercial insurance L0211 - 9322 773.2

Total net premiums earned $ 33646 $ 27609 $ 23371

Investments 256.7 208.8 181.7
Total P&C insurance $ 3,621.3 $ 2,969.7 § 2,518.8
Corporate and other 27.2 13.6 37.8
Realized investment and other gains 132.4 32.1 2.5

Total Revenue $ 3,780.9 § 3,054 § 2,559.1

Years ended December 31

(in millions of dollars) 2004 2003 2002

Income {loss) before income taxes

P&C insurance .

Underwriting income (loss)

Personal insurance $ 3392 3 (355 $ (63.5
Commercial insurance 130.8 87.2 36.2

Total underwriting income (loss) 470.0 51.7 (27.3)
Investments 247.0 200.5 1739

Total P&C insurance 717.0 252.2 146.6

Corporate and other - 64 (57.3) ‘(1_17.9)
Realized investment and other gains 132.4 321 2.5

Total income (loss) before income taxes

$ 8558 $& 2270 § 312




The following tables set forth the direct premiums written and underwriting results for our P&C

insurance operating segments.

Years ended December 31

" (in millions of dollars) 2004 2003 2002
Personal Insurance

" Direct premiums written .

Personal automobile $ 1,7143 $ 1,7240 $ 1,5684

Personal property | 700.9 624.1 604.6

Total | | $ 2,4152 $2,348.1 $ 2,173.0

Net premiums earned 2,343.4 1,828.7 1,563.9

Expenses: '
Claims 1,375.5 1,342.8 1,229.2 .
Commissions 379.9 299.8 198.2
Premium taxes 80.1 69.2 55.4
General expenses 168.7 152.4 144.6

- Total expenses $2,0042 $ 1,8642 § 1,627.4

Underwriting income {loss) $ 3392 § (355) § (63.5)

Ratios:

Claims ratio 58.7% 73.4% 78.6%
Commissions ! 16.2% 16.4% 12.7%
Premium taxes 3.4% 3.8% 3.5%
General expenses 7.2% 8.3% 9.2%

" Expense ratio 26.8% 28.5% 25.4%

Combined Ratio 85.5% 101.9% 104.1%

Years ended December 31

(in millions of dollars) 2004 . 2003 2002

' Commerciel Insurance '
_ Direct premiums written

Commercial automobilé $ 3010 § 2910 $ 2481

Commercial other 859.7 804.7 685.8

Total - $ 1,160.7 § 1,0957 $ 933.9

Net premiums earned $ 10210 § 9322 § 7732

Expenses: .
Claims 530.0 538.1 496.4
Commissions 232.6 182.5 155.8
Premium taxes 36.7 34.0 285
General expenses 91.0 . 90.4 56.3

Total expenses | $ 8903 $ B845.0 $ 737.0

) Underwriting income (Ioss) $ 1308 3§ 872

$ 362
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Years ended December 31
' 2004 2003 2002

Ratios:

Claims ratio 51.9% 57.7% 64.2%
Commissions 22.8% 19.6% 20.2%
Premium taxes 3.6% 3.6% 3.7%
General expenses’ 8.9% 9.7% 7.3%

Expense ratio 35.3% 32.9% 31.2%

Combined Ratio 87.2% 90.6% 95.3%

The following tables show revenues and income {loss) before income taxes for our investments

segment and our corporate and other segment.’

Years ended December 31
(in millions of dollars) | 2004 2003 2002
Investments
Revenue
Interest $ 1549 $ 1091 $ 980
Dividends 98.7 94.5 86.0
Other 3.0 5.2 (2.3)
Total $ 2567 $ 2088 $ 1817
Expenses 9.7 83 . 7.8
Income {loss) before income taxes $ 2470 $ 2005 $ 1739
Years ended December 3)
(in milfions of dollars) 2004 2003 2002
Corporate and other
Revenue
Commissions and advisory fees $ 169 3§ 84 § 358
Equity earnings 8.1 3.5 1.1
Interest 3.1 1.5 1.2
Other (0.9) 0.1 (0.3)
Total $ 272 ¢ 135 § 37.8
Expenses
Commissions $ 1.8 § 279 $ 834
General expenses 7.3 30.5 58.1
Interest on debt 1.7 12.6 14.2
Total $ 209 3% 709 § 155.7
$ 6.4 $

Income (loss) before income taxes

- (57.4) § (117.9)




" After-tax total

Realized investment and

other gains (losses) include gains in fixed income securities, preferred shares,

common shares and the sale of subsidiaries as shown in the following table:

Years ended December 31

(in millions of dollars)

2004 2003 2002

Realized investment and other gains (losses)

Preferred shares
Common shares

Fixed income securities $. 346 $ 362 $§ 180
(6.3) 244 (13.4)
100.1- 3.2) - 10.2

Sale of subsidiaries

4.0 (25.3) (12.4)

Total

' $ 1324 § 321 $ 2.5

$§ 919 § 65 $ (8.4)

YEAR ENDED DECEMBE

Premiums written -

Direct premiums written

written premiums whlch

R 31, 2004 COMPARED TO YEAR ENDED DECEMBER 31, 2003

increased by 4.29% after the exclusion of Facility Association and Allianz
differs from the 3.8% increase in premiums of $3,575.9 million for the year

ended December 31, 2004 compared to $3,443.8 million for 2003. The acquisition of Allianz accounted
for $59.8 million of the i increase in direct written premiums or 1.7%. Net premiums writtens increased
by $642.4 million, or 21. 7% to $3,609.0 million in 2004 compared to $2,966.6 million in 2003.
Excluding the impact of rhe quota share treaty related to a 2001 portfolio purchase which was

commuted as of Janvary

1, 2004, net written premiums increased by $72.2 million or 2.2% to $3,423.7

from $3,351.5 million. Net premium written by Allianz for the month of December 2004 accounted for
$34.3 million of the increase or 1.1%.

Personal Insurance

Personal insurance direct premiums written increased by $67.1 million or 2.9% to $2,415.2 million in

|
2004 compared to $2,348.1 million in 2003.

Personal automobile insurance direct premiums experienced a small decrease (0.6%) in 2004 compared

to 2003 but exciuding thé impact of Facility Association the growth was 3.5% while the policy count for

personal automobile grew by 1.8%. The reforms in automobile insurance in Ontario, Alberta and the

Atlantic provinces have resulted in reductions of average premiums by 7.3% in 2004 compared to 2003.

|
The reforms in 2004 led to us taking rate decreases on policy renewals in Ontario of 12.4% in April, in

Nova Scotia of 3% in November, in New Brunswick of 7.7% in October and in Alberta of approximately
8% in October. Belair initiated rate decreases of 10.1% in April and 0.9% in Decernber in Ontario.

_' Growth in personal prop‘erty insurance was favourable at 12.3% in 2004 compared to 2003 while the

policy count grew by 2.9?6. Our rates are still increasing in Ontario, Nova Scotia and New Brunswick in

personal property. Our Insurance to Value program is also bringing additional premiums.

5
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Commercial Insurance _
Commercial insurance direct premiums written increased by $65.0 million, or 5.9%, to $1,160.7 million in
2004 compared to $1,095.7 million in 2003. Commercial, non-auto direct premiums written increased by
$55.0 million, or 6.8%, in 2004 compared to 2003. This change is largely driven by rate increases on l
renewals averaging 6.8% throughout 2004 in addition to expansion of insured values. The policies in-force
dropped by 2.5% as a result of a combination of corrective actions as well as increased competition.

Commercial automobile insurance direct premiums written increased by $10.0 million, or 3.4%, in 2004
compared to 2003 largely driven by a 3.5% growth in policies in-force.

Revenue .
Revenue increased by $765.5 million, or 25.4%, to $3,780.9 million for the year ended December 31, 2004
compared to $3,015.4 million for the comparative period in 2003 due to an increase in net premiums
earned, realized investments and other gains and investment income.

Net premiums earned increased by $603.7 million, or 21.9%, to $3,364.6 million in 2004 compared to
$2,760.9 million in 2003. The 2003 non-recurring ceded premiums of $352.5 million related to a 2001
portfolio purchase quota share treaty, if excluded, would reduce the growth in net premiums earned to.

8.1%. The net premium earned for Allianz for the month of December 2004 represents $50.1 million or

1.8% of the growth.

Investment income increased by $53.0 million, or 24.8%, to $267.0 million in 2004 compared to $214.0
million in 2003, which was largely due to the growth in invested assets that resulted from increased
profits due to favourable underwriting results and the growth in our premium base. Most of our

" investment income is earned by the investment portfolios of our insurance subsidiaries. Investment

income for those subsidiaries increased by $47.9 million, or 22.9%, to $256.7 million in 2004 from
$208.8 million in 2003 due to growth in invested assets. Investment expenses were $9.7 million for 2004
compared to $8.3 million for 2003. The amount of interest and dividends earned during 2004 reflected '
a $2,148.9 million increase in the investment portfolio in 2004, due to positive cash flows from our
insurance subsidiaries, Allianz investments of $1,061.5 million (which produced income for December)
plus the transfer of investments of $665.0 million from reinsurers related to the quota-share treaty
commouted as at January 1, 2004.

The average pre-tax yield of our investment segment, excluding re_.alizéd investment gains and losses,
was 5.7% and 5.9% for the year ended December 31, 2004 and 2003, respectively.

Realized investment and other gains increased by $100.3 million to $132.4 million in 2004 compared to
$32.1 million in 2003. Included in these realized investment and other gains (losses) for the year ended
December 31, 2004 was $6.9 million (2003 - $29.7 million) of losses on the other than temporary
writedown of certain equities, including the writedown of mutual fund seed capital invested in our
own mutual funds of $1.3 million in 2004 (2003 - $18,0 million).
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The following table presents realized investment and other gains (losses) for the years ended

De;ember 31

{in millions of dollars) : . 2004 2003
Fixed income . ' _ $ 346 § 362
Preferred shares ' (6.3) 24.4
Common shares 100.1 (3.2)
Sale of subsidiaries - 4.0 (25.3}
Total realized investment and other gains $ 1324 § 321

Commissions and advisory fees, which are commissions earned by our wholly-owned P&C insurance
brokers and our brokerigeders, together with fees earned by our mutual fund manager, increased by
$8.6 million to $16.9 million in 2004 compared to $8.4 million in 2003.

The income from investplents in our P&C insurance brokerage subsidiaries (accounted for using the

equity method) is included in investment income and was $8.1 million (2003 — $3.5 million).

Income (Loss) Before I?come Taxes

For our P&C insurance operations, income (loss) before income taxes is driven by our investment
income, described previﬁusly, and our underwriting income {loss).

Underwriting Income .
Underwriting results reflect the revenues from net premiums earned discussed above, claims and claims
adjustment expenses (lh‘e claims ratio) and commissions, premium taxes and general expenses (the
expense ratio). Commissions and premium taxes are incurred as a percentage of earned premiums and
commissions are adjusted by broker to reflect profit sharing commissions driven by underwriting '
. profits. Underwriting profitability reached record levels in 2004, reflecting sfrong market conditions

and a favourable claims environment and particularly reduced frequency.

Personal Insurance

Underwriting income (Iclnss) from personal insurance in 2004 was $339.2 million, an improvement of
$374.8 million compared to a loss of $35.5 million in 2003. This improvement was attributable to a
decrease in the claims ratio to 58.7% in 2004 from 73.4% in 2003 due to improved claim costs which
benefit from reduced frelquency.

As previously noted, we benefited significantly from an unexpected reduction in claims frequency as
well as improvement in the assumed underwriting results from the Facility Association. In addition,
early indications are that the automobile reforms appear to be working. Our personal automobile
business experienced the most significant improvement with its claims ratio decreasing to 59.8% in
2004 compared to 80.4% in 2003. ' '
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During 2004, direct premiums written assigned to us from the Facility Association totalled $81.8 million
compared to $146.6 million in 2003, but generated higher net premiums earned of $109.2 million
compared to $101.0 million in 2003 and a swing in underwriting results of $101.5 million to an
underwriting income of $35.4 million compared to an underwriting loss of $66.1 million in 2003.
Accordingly, the Facility Association combined ratio significantly improved from 165.4% in 2003 to
67.6% in 2004.

Althbugh we had a number of catastrophic events during the year, the personal property frequency has
also been dropping.

In addition to the pro rata share of the underwriting result of the Facility Association as noted above,
our personal insurance operatnons act as one of the servicing carriers for the Facility Association and
receive fees to offset expenses of administering policies on behalf of the Facility Association. The
expenses of administering these policies are included in the loss adjustment and general expenses of our
personal insurance operations. These fees increased by $27.1 million to $69.6 million in 2004 compared
10 2003 due to increased premiums processed and a change in methodology by the association, which
accelerated the payment of fees.

Our personal insurance expense ratio decreased to 26.8% for 2004 compared to 28.5% for 2003 due to
decreases of 0.2% in the commission ratio, 0.4% in the premium taxes ratio and 1.1% in the general
expense ratio.

Commissions increased by $80.1 million, or 26.79%, to $379.9 million in 2004 compared to $299.8
mitlion in 2003, Regular commissions grew by approximately 21% while our Facility Association
business decreased by 50.1% in 2004 compared to 2003. The remainder of the increase reflects higher
profit sharing commissions paid to brokers of $77.9 million for 2004 compared to $45.8 million for 2003
as a result of the positive underwriting performance.

Premium taxes increased $10.9 million, or 15.6%, to $80.1 millien in 2004 compared to $69.2 million in
2003 primarily due to the increase in net premiums earned during the period.

The general expense ratio to net earned premium decreased by 1.1 percentage points to 7.2% for 2004
‘compared to 8.3% in 2003. In absolute terms, general expenses increased by $16.3 million, or 10.7%, to
$168.7 million in 2004 compared to $152.4 million in 2003. Excluding the impact of commuting the
quota share treaty and the one month of Allianz expenses, general expenses had essentially no growth.
Our workforce was stable in size, partly the result of holding vacant positions open for the transition of
Allianz employees.

Commercial Insurance

Underwriting income from commercial insurance in 2004 was $130.8 million, an increase of $43.6
million compared to $87.2 million in 2003. This increase was primarily due to an improvement in the
claims ratio to 51.9% in 2004 from 57.7% in 2003, which was largely attributable to an increase in rates
on earned premium and favourable claims frequency. Indeed, the earned premium fer commercial non-
auto in 2004 reflects a combination of important rate increases in 2003 in excess of 15% as well as an
average rate increase of 6.8% in 2004. The claims frequency in both commercial aute and non-auto
dropped by roughly 15%.




' In addition, claims and loss adjustment expenses decreased by $8.1 million, or 1.5%, to $530.0 million in
2004 compared to $538 |1 million in 2003, ' i

. Our commercial insurance expense ratio increased to 35.3% for 2004 compared to 32.9% for 2003 due

" to an increase of 3,2 in the commission ratio, no change in the premium taxes ratio and a decrease of
0.8% in the general expense ratio.

- Commissions increased by $50.1 million, or 27.5%, to $232.6 million in 2004 compared to $182.5

million in 2003 and net premiums earned grew bf 9.5% which generated increased commissions. The

remainder of the increase reflects higher profit sharing commissions of $49.3 million for 2004 compared
to $24.3 million for 2003 as a result of the strong underwriting profits.

Premium taxes increased $2.7 million, or 8.0%, to $36.7 million in 2004 compared to $34.0 million in
2003 due to the increase in net premiums earned during the period.

" The general expense ratio to net earned premium decreased by (0.8) percentage points to. 8.9% for 2004
- compared to 9.7% in 2003. In absolute terms general expenses increased by $0.6 million, or 0.6%, to
$91.0 million in 2004 compared to $90.4 million in 2003. This was primarily the result of a minor

reduction in policies in force.

Expenses

The majority of expenses, $2,894.5 million or 99.4% of the total exp'enses of $2,913.4 million for the year -

* ended December 31, 20?4,' were part of our P&C insurance operations with the remainder comprising
our P&C insurance brokers, investment operations, mutual funds and non-recurring charges related to
' a 2001 portfolio purcha!s.e. For the year ended December 31, 2003, $2,709.2 million or 97.6% of the total
expenses of $2,775.8 million were part of the P&C insurance operations.

. For our non-P&C insurance operations, losses from corporate and other were lower in 2004 than
2003 due mainly to a reduction in expenses related to a 2001 portfolio purchase which totalled
$4.3 million in 2004 (2003 — $41.8 million) and consisted of commission expenses of $4.3 million
: for 2004 (2003 - $25.8 million) and general expenses of nil for 2004 (2003 — $16.0 million}.

- General expenses of our non-P&C insurance operations other than a 2001 pertfolio purchase for
2004 were lower by $5.7 million primarily due to lower expenses in our P&C insurance brokers.

~ Income Taxes
- Income tax expense for;2004 was $231.6 million compared to $76.5 million for 2003. This increase was
- primarily due to higher pre-tax income as a result of increased underwriting profits for the P&C

insurance subsidiaries. The significant difference between the statutory rate and the effective rate came
from non-taxable investment income, which lowered the tax expénse by $42.3 inillioﬁ (2003 —$32.2

" million). Although the amount of non-taxable investment income remained substantially the same

¢ between 2003 and 2004, the percentage impact of these non-taxable items on the effective tax rate is
lower in 2004 because of higher overall underwriting income. Amounts of taxes related to non-
deductible expenses and losses for which no tax recovery was recognized has a relatively significant

. impact on the effective rate in 2003, but did not materially impact the effective rate in 2004 for the same
reasons. Note 9 to our consolidated financial statements summarizes the incormne tax rate reconciliation.
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BALANCE SHEET ANALYSIS

Premiums and Other Receivables

Premiums written are either billed to brokers or directly to policyholders. For 2004, 37% of billing-
distribution was attributable to brokers and 63% was attributable to policyholders. Brokers' accounts for
a particular month are due two months later. Policyholders' accounts are either due on receipt or in
installments over the policy term. Premium receivables from brokers and policyholders were $163.8
million and $1,076.0 million, respectively, as of December 31, 2004 and $130.8 million and $920.1
million, respectively, for December 31, 2003.

Other receivables consist of amounts due from the Facility Association and other pools, other insurers
and other which were $202.8 million, $137.3 million and $62.5 million, respectively, as of December 31,
2004 and $139.0 million, $238.4 million and $19.2 million, respectively, as of December 31, 2003.

Investments

We have an investment policy that seeks to provide an attractive risk-return profile over the medium to
long-term. In developing our investment policy, we take into account the current and expected
condition of capital markets, the historic return profiles of various asset classes and the variability of
those returns over time, the availability of assets, diversification needs and benefits, regulatory capital
required to support the various asset types, security ratings and other material variables likely to affect |
the overall performance of our investment portfolio. The overall risk profile of our investment portfolio
is designed to balance the investment return needs of our liabilities while optimizing the investment
opportunities available in the marketplace. Management monitors and enforces compliance with our

_ investment policy. The majority of our investment portfolio is invested in well-established, active and

liquid markets, Fair value for most investments is determined by reference to quoted market prices. In '
cases where an active market does not exist, fair value is estimated by reference to recent transactions or
current market prices for similar investments. ’

Our investment portfolio is managed on a total return basis which views realized gains and losses as
irnportant and recurring components of the return on investment and consequently of income,
although the timing of realizing gains or losses may be unpredictable. Our portfolio construction
methodology takes into account the availability and liquidity of potential investments. We also set
constraints by economic sector and by investment strategy to provide diversification across industries.
We believe this diversification of exposure across a range of business sectors provides positive investment
benefits. At the same time, economic difficulties concentrated in a select business sector are dampened.

Due to potential tax ramifications of these strategies, specific focus is placed on the management of the
portfolio to optimize the after-tax total return. '




As at December 31

" The following table sets forth our cash and invested assets as at December 31, 2004 and 2003.

2004 2003

Carrying % of CV Fair CV %ofCV Fair
‘ Value Value Value

(in millions of dollars) (“CV™) o
Cash and cash equivalents $ 357.2 56% $ 35722 § 1046 26% $ 104.6
Fixed income securities! 3,685.1 57.9% - 3,776.5 1,660.4 41.9% 1,690.3
Commercial mortgages| - 78.7 1.2% - 83.3 113.1 2.8% 118.0
Preferred shares ' 1,069.6  16.8% 1,136.3 1,096.8 - 27.7% 1,152.1
Common shares' 997.7 15.7% 1,077.2 782.4 19.7% 846.1
Other investments . 179.3 2.8% 179.3 208.9 5.3% 208.9

Total cash and invested ‘assets $ 6,367.6 100.0% $ 6,609.8 $ 3,966.2 100,0% $ 4,120.0

(1) Includes seed capital mvestmenl in affiliated mutual funds, carrying value as at December 31, 2004 — $155.0 million
{December 31, 2003 - §157.1 rmlhon)

Cash and cash equivale?ts and investments increased by $2.4 billion or 60.5% to $6.4 billion at
December 31, 2004 compared to 2003. The Allianz acquisition added $1,061.5 million and the
commutation of a quota share also added $665.0 million. In addition, organic business growth and

positive investment returns contributed to portfolio growth.

Included in the fixed income and preferréd share portfolio at December 31, 2004 were approximately
$26.7 million of securitlies with a rating below investment grade. The average duration of our publicly
traded fixed income pOftfolio was 6.2 years on December 31, 2004. Our exposure to debt private

placements and secured commercial mortgages remains relatively minor.

Other investments conmst of loans to brokers with carrying value of $156.3 million as of December 31,

- 2004 (December 31, 2003 $165.5 million), equity investments in brokers with carrying value of $13.4

million as of Decemberl 31, 2004 {December 31, 2003 — $14.3 million) and other commercial loans with
carrying value of $9.6 million as of December 31, 2004 (December 31, 2003 - $29.1 million).

n
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The following table sets forth our exposure to the ten largest industrial sectors for our combined fixed
income securities and preferred and common share portfolios as at December 31, 3004 and 2003.

As at December 31 ]
2004 2003

Carrying % of CV Fair CV % ofCV Fair .

Value Value ‘ Value
(in millions of doltars) (“Ccv”) .
Diversified financial services  $ 1,321.4 22.0% $ 1,379.6 $ 746.5 19.3% $ 7805
Banks 636.2 - 10.6% 674.1 . 530.2 13.7% '559.2
Utilities o - 435.3 7.2% 461.9 268.4 - 6.9% 284.7
Telecommunication services 292.8 4.9% 299.2 213.2 5.5% 216.7
Instirance . 246.3 4.1% 266.7 169.7 4.4% 178.7
Qil and gas 184.3 3.1% 188.7 108.3 2.8% 110.0
Special purpose ' 152.0 2.5% 155.5 468 - 1.2% 48.7
Real estate : . 124.7 . - 21% 1323 127.7 3.3% 133.3
Media ‘ . 106.8 1.8% 109.6 75.2 1.9% 77.6
Food & Drug Retail ) 52.2 0.9% 54.7 47.0 . -1.2% 49.4
Total top ten sectors $ 3,551.9 59.1% § 3,722.3 § 2,3329 60.4% § 2,438.8
Government 1,8057  30.0% 18549 9607  249% 9748
Other 6527 109% 6754 5680  147% . 601.8
Total investment as'sets $ 6,01.‘0.4 100.0% $ 6,252.6 § 3,861.6 100.0% § 4,015.4

The aggregate rating of our fixed income portfolio is maintained at “A+” or higher based on S&P
ratings. Additional constraints by rating category govern the issuer specific exposure. The weighted
average quality ratings of our fixed income and preferred share portfolios as at December 31, 2004 was
“AA-" by S&P. In mapping the preferred share ratings, a“P1” is considered to be a single A rating. Our
relative exposure to fixed income securities has increased recently as the availability of economically
attractive alternative investments has stightly diminished. At year end, the aggregate credit quality of the
fixed incorme iJortfolio reflected the addition of the Allianz fixed income assets which had a lower
proportional exposure to AAA rated securities. In addition, the year end fixed income portfolio credit
rating distribution showed the results of tactical credit positioning in the portfolio.
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The following graphs selt forth our fixed income portfolio by credit quality according to S&P as at
- December 31, 2004 and 2003, :

FIXED INCOME BY CREDIT QUALITY . FIXED INCOME BY CREDIT QUALITY
AS AT DECEMBER 31, 2004 AS AT DECEMBER 31, 2003
CARRYING VALUE CARRYING VALUE,

A
33.9%

Exposure to the preferred share asset class contributes positively to the overall after-tax return of the .
investment portfolio. Qur positive earnings position facilitates material exposure to preferred shares in
our investment portfolio. With an emphasis on after-tax earnings, we are able.to capture the incremental
value offered by these selcurities. The folléwing charts set forth our preferrf:d share portfolio by credit
quality according to S&P as at December 31, 2004 and 2003.

PREFERRED SHARES 8Y CREDIT QUALITY PREFERRED SHARES BY CREDIT QUALITY
AS AT DECEMBER 31, 2004 AS AT DECEMBER 31, 2003
CARRYING VALUE CARRYING VALUE

P1
45.0
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Common equity exposure focuses primarily on high dividend paying equities. We seek enhanced return
by identifying and investing in shares likely to increase their dividends or pay a special one-time
dividend. We undertake intensive analysis oll’ investment opportunities to identify special dividend
candidates. Similar evaluations are conducted to assess investment candidates most likely to increase
dividends paid. We also manage the equity portfolios to achieve additional dividend payouts. Through

active management, we seek incremental dividend income versus a static portfolio.

The results of our common equity strategies generally depend on overall equity market trends.
Accordingly, many factors outside of our control affect the aggregate increases or decreases in the equity
portfolios. We seek to select investments that will provide incremental value in excess of our benchmarks.
Unforeseen events affecting specific companies, industries or sectors can have significant detrimental
effects on the return profile of the equity investments.

Claim Liabilities

Provision for claims consists of the gross amount of individual case reserves established by us and
management’s estimate of claims incurred but not reported (*IBNR”} based on the volume of business
currently in force and historical claims experience. To ensure that our provision for claims (often called
“reserves”) is, to the extent possible, adequate, management has established procedures to ensure that
the provision for claims at our insurance operations is subject to mulitiple reviews, including those by
independent actuaries. We strive to establish adequate provisions at the original valuation date. It is our
objective to have favourable development relative to past estimates.

! . . .
We evaluate the adequacy of our reserves on a quarterly basis. Every quarter, for each line of business,
we compare actual and expected claims development. To the extent that the actual results differ from
expected development, assumptions are re-evaluated and new estimates are derived.

If our reserves prove to be deficient in the future, we will have to increase our reserves by the amount of
such deficiency and incur a charge to earnings in the period in which such reserves are increased. The
uncertainties regarding our reserves could result in a liability exceeding the reserves by an amount that
would be material to our financial condition or results of operations in a future period. Future
development could be significantly different from the past due to many unknown factors.

'Net loss reserves included in the consolidated balance sheet at December 31, 2004 increased by 57.5%

($1.3 billion) during 2004 to $3.5 billion. Excluding the effect of the net reserves of the Allianz
acquisition completed in 2004 ($680.5 million) énd the Quota-Share in 2003 (- $527.9 million), loss
reserves increased 2.9% ($81.5 million) during 2004. This was mainly the result of direct earned
premium growth being offset by improved frequency, automobile reforms and reduced assumed reserves
from statutory automobile pools {e.g. Facility Association). Further, claims liabilities in Canada
determined in accordance with accepted actuarial practice, take into account the time value of money
and provisions for adverse deviation. Accordingly, changes in these estimates that may be periodically
necessary will affect the valuation of the net loss reserves. Contributing to an increase in net loss reserves
was the use of a lower discount rate (4.86% average in 2004, excluding Allianz; 5.35% in 2003). The
provisions for adverse deviation were set on a basis consistent with 2003.




Reserve re-estimated as of

. The following table, which excludes Allianz, shows the development of the provisions for claims reserve

including loss adjustment expenses for the 10 most recent accident years, with the estimated amount of
each accident year development shown for the subsequent ten years. The initial reserves set up at the

. end of the year are re-evaluated over time to determine their redundancy or deficiency. This is based on

actual payments in full or partial settlement of claims, as well as current estimates of the reserves
required for claims still open or claims still unreported. We have experienced cumulative favourable
development for accident years 2003, 1998, 1997, 1996, 1995, 1994 and pﬁor years, and unfavourable
development for accident years 2002, 2001, 2000 and 1999. In those years in which unfavourable
development occurred, the overall P&C insurance industry had similar adverse development caused by.
unexpected change in claim patterns, in particular relating to automobile insurance in Ontario, The
development of all prior accident years during 2004 has been favourable by $70.5 million {3.19) with
every accident year being favourable except for 1999 and 1994 and prior years. This came entitely from
automobile, including the automobile pools which also developed favourably, partly offset by adverse
development on commercial general liability generated by increased reserves on a few large claims.

Historical Loss Reserve Development

Accident Year 2003 2002 2001 2000 1999 1998 1997 1996 1995 1994
and
prior

Reserve Originally Estimated 8149 7119 6553 607.7 5572 5312 5472 4934 4502 9493

One Year Later 750.0 721.6 7168 607.7 550.7 5076 4239 4473 410.6 929.0
Two Years Later 721.4 730.6 6484 578.1 508.9 407.1 4415 3923 882.1
Three Years Later 729.6 664.2 6074 504.2 421.5 4452 397.7 895.0
Four Years Later 657.4 613.0 5188 421.9 4354 3962 9235
Five Years Later 6144 520.1 4209 4338 382.7 901.9
Six Years Later ’ -517.5 4263 432.0 3839 884.7

. Seven Years Later . 4246 '417.9 388.3 875.2
Eight Years Later . 4144 3926 8734
Nine Years Later ' 387.8 8817
Ten Years Later ) 895.1
Development during 2004

deficiency (redundancy)  (649) (0.2) (1.0) (68) 15 (26) (17) (3.5) (48) 135
(8.0%) (0.0%) (0.2%) (1.1%) 0.3% (0.5%) (0.3%) (0.7%) (1.19%) 1.4%

Cumulative deficiency : .
{redundancy) (64.9) 95 72 496 573 (137) (1226) (79.0) (62.4) (54.1)

{8.0%) 13% 11.3% B8.2% 10.3% (2.6%)(22.49%)(16.0%)(13.9%) (5.7%)

At the time of the acquisition of Allianz and Trafalgar, the acquired net loss reserves were adjusted to

" bring them on a consistent basis with the other insurance subsidiaries of the Company following a

\ .
number of internal and independent reviews. The recorded adjustments were in the magnitude of a $70

million increase in reserves (approximately $50 million of losses incurred but not reported, $10 million
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of unallocated loss adjustment expenses and $10 million of provision for adverse development). Also, a
new quota share reinsurance treaty was put in place with Allianz Global Risk Riickversicherungs-AG to
cede the run-off of the business that has not been acquired by the Company. This quota share is
expected to remain in place until a transfer and assumption of that business which is expected to receive
regulatory approval in the first half of 2005.

Reinsurance

Qur primary reinsurer is ING Re {Netherlands) N.V. (which is not licensed in Canada) representing
3.9% and 84.1% of our reinsurers’ share of policy liabilities as at December 31, 2004 and 2003,
respectively, This affiliated reinsurer is rated AA by Standard and Poor’s. The decrease in 2004 was due
to the commutation of the quota share treaty related to the 2001 portfolio purchase. As part of the
Allianz transaction relating to the AGR Business, there are assumed and ceded policy liabilities of $13.0
million and $447.0 million respectively. These liabilities will be transferred to the Canadian branch of
AGR in 2005 when regulatory approval is obtained. In addition, we have reinsurance treaties with
several unaffiliated reinsurers, all of whom meet our financial strength rating requirements, which are
described below. Exclulding our affiliated reinsurer, ING Re and the AGR business, each of our third
party reinsurers has immaterial amounts of reinsurance payable to us.

We purchase reinsurance to reduce our exposure to the insurance risks that we assume in writing
business. Generally our maximum net retention-on a single risk, whether property or liability, is $2.5
million. In a number of cases, such as special classes of business or types of risks, the retention is lower
through specific treaties or by using facultative reinsurance, which is the reinsurance of individual risks
by offer and acceptance. It is not our practice to assume reinsurance outside of our group of companies.

In 2004, for multi-risk events or catastrophes, our retention is $5.0 million with a reinsurance coverage l
limit of $1.2 billion. For 2004, we have also retained 10% of the exposure from $12.5 million to $600.0
million. For 2005 we have increased our retention to $17.5 million with a limit of $1.2 billion with 10%
retention from $25.0 million to $600.0 million.

We strive to minimize the credit risk related to purchasing reinsurance through adherence to our
internal reinsurance guidelines. We evaluate the financial condition of our reinsurers and monitor
concentrations of credit risk to minimize our exposure to losses resulting from reinsurers’ insolvencies.
We require a minimum A.M. Best financial strength rating for our unaffiliated licensed reinsurers of
“A-" at inception of a treaty. We work closely with our reinsurers and have maintained working
relationships with our key reinsurers for many years. Management concluded that no provision was
necessary for uncollectible reinsurance as at Decernber 31, 2004.

In accordance with industry practice, our reinsurance recoverables with licensed Canadian reinsurers are
generally unsecured, because Canadian regulations require these reinsurers to maintain minimum asset
and capital balances in Canada to meet their Canadian obligations. However, policy liabilities rank in
priority to any subordinate creditors a reinsurer may have. For reinsurance recoverables with non-
licensed reinsurers, we maintain security against reinsurance recoverables in the form of cash, letters of
credit and/or assets held in trust accounts. At December 31, 2004, we were the assigned beneficiary of
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* such trust accounts totallmg $458.7 million (December 31, 2003 — $§923.9 mllhon) in guarantees from
- unlicensed reinsurers. Thae amounts included $56.2 million as at December 31 2004 (December 31,
2003 < $922.6 million) from an affiliated reinsurer. Trust accounts were held in support of policy

liabi]itie_s of $349.5 millilm as at December 31, 2004 (December 31, 2003 - $761.3 million) and can be.
accessed if these reinsurers are unable to meet their obligations. The majority of the change in the trust

. \ | :
accounts amount from December 31, 2003 to December 31, 2004 relates to the commutation of the

+ reinsurance arrangements related to a 2001 portfolio purchase and AGR business.

" Share Capital

As of February 15, 2005, |théi'e were 133.7 million common shares and one Special Share issued and
outstanding. The Special Share is convertible into one common share. ING Groep N.V. holds

. approximately 70% of the issued and outstandmg common shares and the Special Share. See Notes 16
- and 23 to our audited consolidated financial statements, '

LIQUIDITY AND CAPITAL RESOURCES
" The purpose of liquidity management is to ensure there is sufficient cash to meet all of our financial

commitments and obligations as they fall due. We believe we have the flexibility to obtain, from internal
sources, the funds needed to fulfill our cash requirements during the current financial year and to satisfy
regulatory capital requirements. However, such funds may not provide sufficient capital to enable us to

- pursue addmonal market opportunities.

The liquidity requirements of our P&C insurance subsidiaries have hxstoncally been met primarily by

funds generated from operauons, asset maturities and income and other returns received on
investments. Cash prowded from these sources is used primarily for claims and claim adjustment
expense payments and operating expenses. Catastrophe claims, the timing and amount of which are
inherently unpredictablel, may create increased liqliidity requirements. Additional sources of cash flow

|
include the sate of invested assets and financing activities. As long as we continue to grow and remain

‘ profitable, cash flows should continue to be available for mvestment ‘We believe that our future llquxdlty

needs will be met from alI of the above sources.

. Net cash flows are generally invested in marketable securities. We closely monitor the duration of these

investments, and investment purchases and sales may be executed with the objective of having adequate

- funds available to satisfy our maturing liabilities if needed. As our investment strategy focuses on asset
“and liability durations, and not specific cash flows, asset sales may be required to satisfy obligations
- and/or rebalance asset portfolios.

. Both our liquidity and our capital base remain strong. Net cash provided from operations was $1,386.9

million in 2004 and $572.0 million in 2003. In addition we have an uncommitted revolving facility with

"a Canadian chartered bal:'lk of $50 million, none of which was drawn at December 31, 2004 or at the date
of preparation of this document. We are not currently planning to make any significant capital
' expenditures.
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On August 27, 1998, we obtained an unsecured loan of $127.0 million from an affiliate with a maturity
date of August 27, 2006 and at an annual interest rate of 6.27%. The interest is payable in arrears semi-
annually. During 2004, we repaid a $22.0 million credit facilify with a Canadian chartered bank which
was fully drawn and a $75.0 million loan from an affiliate. The completion of the IPO described
previously strengthened our capital base and provided resources to repay debt, including a $200 million
bridge loan used to acquire Allianz. In addition, the preferred shares in the amount of $259.1 million
held by ING Insurance International B.V. were redeemed for a note payable which had a outstanding
balance of $129.2 million at December 31, 2004. This note was repaid in January 2005 from the proceeds
of the over-allotment option reducing our debt outstandmg to $127 0 million. See Note 15 of the
consolldated financial statements.’ ‘

As at December 31, 2004 the Company is adequately capitalized to support the growth in premium
volume of our insurance subsidiaries. Qur insurance subsidiaries have capital of $442.3 million in excess
of the minimum supervisory target of 150% as calculated under the Minimurn Capital Test ("MCT”) for
solvency as defined by our insurance regulators at December 31, 2004 compared to $315.6 million at
December 31, 2003. Based on the dividend restrictions imposed by applicable insurance laws, the total
amount of dividends available for payment from our subsidiaries during 2005 is $528.1 million plus any
2005 earnings subject to MCT limitations.

The Board of Directors of the Company has declared a quarterly cash dividend of 16.25 cents per
common share (for a total payout of $21.7 million) payable on March 31, 2005 to shareholders of record
on March 21, 2005, "I‘his dividend represents 2.5% of the IPO share price on an annualized basis.

Contractural Obligations

{in millions of dollars) Payments Due by Period
Total Less than 1-3 4-5 After
_ 1 year years years 5 years
Long Term Debt : $ 2562 .% 1292 $ 1270 $ $
Operating Leases 279.6 45.0 78.8 58.0 98.0
Other Long Term Obligations ™ 943 275 30.8 7.1 189
Total Contractual Obligations % 6301 § 2017°% 2366 5 751 § 1169

(1) The Company earns fee income for servicing claims on behalf of the Facﬂlty Association. The fee income is deferred and
recognized in income on a basis consistent with the services rendered,

RISK MANAGEMENT

As a provider of insurance products, effective risk management is fundamental to our ability to protect
the interests of both our customers and our shareholders. We are exposed to potential loss from various
market risks, including interest rate and equity market fluctuation risk, credit risk, liquidity risk, and to
a lesser extent foreign currency risk and derivative risk. '

Market Risk

Market risk is the risk of loss arising from adverse changes in market rates and prices, such as interest
rates, foreign currency exchange rates, and other relevant market rate or price changes. Market risk is
directly influenced by the volatility and liquidity in the markets in which the related underlying assets




' reporting periods.

_ are traded. Below is a discussion of our primary market risk exposures and how those exposures are
© currently managed. Our market risk sensitive instruments, including derivatives, are primarily entered
_ into for purpoeses of mitigating risk.

- The primary market risk to the investment portfolio is interest rate risk associated with investments in
fixed income securities. Our exposure to foreign exchange risk is not significant. We have no direct

commodity risk.

For our investment portfolio, there were no significant changes in our primary market risk exposures or
in how those exposures|are managed compared to the year ended December 31, 2003. We do not

currently anticipate significant changes in our primary market risk exposures or in how those exposures
are managed in future reporting periods based upon what is known or expected to be in effect in future

Interest Rate and Equity Market Fluctuations
Movements in short-term and long-term interest rates, as well as fluctuations in the value of equity

securities, affect the level and timing of recognition of gains and losses on securities we hold, and cause

. changes in realized and unrealized gains and losses. Generally, our investment income will be reduced
- during sustained periods of lower interest rates as higher yielding fixed income securities are called,

mature, or are sold and|the proceeds are reinvested at lower rates. During penods of rising interest rates,

the market value of our, existing fixed incorme securities will generally decrease and our realized gains on -

fixed income securities will likely be reduced. Realized losses will be incurred following significant
increases in interest rates,

" Generally, declining intxl.'rest rates result in unrealized gains in the value of fixed income securities we

continue to hold, as well as realized gains to the extent the relevant securities are sold. General economic
conditions, political conditions and many other factors can also adversely affect the stock markets and,
consequently, the value of the equity securities we own.

Credit Risk

- Credit risk is the possibility that counterparties may not be able to meet payment obligations when they

become due. We assume counterparty credit risk in many forms. A counterparty is any person or entity
from which cash or other forms of consideration are expected to extinguish a liability or obligation to

-~ us. Our credit risk exposure is concentrated primarily in our fixed income and preferred share

investment portfolios and, toa lesser extent, in our reinsurance recoverables.

Our risk management strategy and investment policy is to invest in debt instruments of high credit

. quality issuers and to limit the amount of credit exposure with respect to any one issuer. We atternpt to
limit our credit exposure by i 1mposmg fixed income portfolio limits on individual corporate issuers

based upon credit quality. Currently our fixed income portfolio limits are 3% for issuers rated “AA-" and
above, 2% for issuers rated “A-" to “A+", 1% for issuers rated “BBB-" to “BBB+", 0.34% for issuers rated
“BB-"to “BB+" and 0.19% for insurers rated “B-" to “B+". We use the lower of Dominion Bond Rating
Service Liinited or S&P|ratings to determine an issuer’s rating. These constraints may be revised from

* time to time as we deermn appropriate.
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Foreign Exchange Risk _
Foreign exchange risk is the possibility that changes in exchange rates produce an unintended effect on
earnings and equity when measured in domestic currency. This risk is largest when assets backing

lizbilities are payable in one currency and are invested in financial instruments of another currency.

We are exposed to some foreign exchange risk arising from the investment in some of our U.S. dollar-
denominated assets. Total invested assets denominated in U.S. dollars were less than 1.3% of our total
invested assets at December 31, 2004. Our general policy is to minimize foreign currency exposure.

We mitigate foreign exchange rate risk by buying or selling successive monthly foreign exchange forward

" contracts. Foreign exchange forward contracts are commitments to buy or sell foreign currencies for

delivery at a specified date in the future at a fixed rate. Forward contracts are transacted in over-the-
counter markets. The notional amount of these forward contracts approximates the market value of the
foreign denominated investments covered by these contracts.

Derivatives :
Our use of derivatives exposes us to a number of risks including cash flow risk and fair value risks.
However, we do not use a significant quantity of derivatives.

Cash flow risk is the risk that future cash flows associated with a monetary financial instrument will
fluctuate in amount. We mitigate cash flow risk by entering into foreign exchange swaps, whereby '
foreign denominated principal and fixed interest receipts are sold in exchange of Canadian dollars.
These swaps are transacted in over-the-counter markets. '

~ The notional amount of these swaps approximates the nominal value of the foreign denominated

investments covered by these swaps. According to GAAP, these swaps are considered as effective hedges
of cash flow risk. ' ' ‘

The fair value of exchange-traded derivative financial instruments is based on quoted market rates. The |
fair value of over-the-counter derivative financial instruments is an estimate and is determined using
valuation models that incorporate prevailing foreign exchange rates, interest rates, market rates and
prices on underlying instruments with similar maturities and characteristics.

The fair value reflects the estimated amount that we would have received or might have had to pay to
terminate the instruments as at December 31, 2004. See Note 5 to our audited consolidated financial
statermnents. s

TRANSACTIONS WITH RELATED PARTIES

We enter into transactions with related parties. These transactions consist principally of management
and advisory services rendered by our controlling shareholder, ING Groep N.V. and affiliated
companies, reinsurance by an affiliated company and financing by ING Group. We also render advisory
and administrative sérvices't_o our affiliated Companies. These transactions are carried out in the normal
course of operations. Accordingly, the management and advisory services are measured at the exchange
amount, which approximates fair value and reinsurance and financing costs reflect market rates at the

" time of the transaction. See Note 8 to our audited conselidated inancial statements.




CRITICAL ACCOUNTINlG-ESTiMATES AND ASSUMPTIONS

. Our significant accounting policies are disclosed in Note 2 to our audited consolidated financial

statements. The preparation of our financial statements in accordance with GAAP requires us to make
estimates and assumptions that affect the amounts reported in our financial statements. These estimates
and assumptions principally relate to the establishment of reserves for claims and expenses, impairments
of investment securitiﬁl, amounts recoverable from our reinsurers and certain other assets. As more
information becomes known, these estimates and assumptions could change and impact future results.
The most significant estimates and assumptions we make in preparing our financial statements are
described below. ° '

Policy Liabilities .
Policy liabilities consist|of provisions for claim liabilities and premium liabilities.

Claim liabilities are maintained to cover our estimated ultimate liability for losses and loss adjustment
expenses with respect to reported and unreported claims incurred as of the end of each accounting
period. The provision for unpaid claims and adjustment expenses is first determined on a case-by-case
basis as claims are reported and then reassessed as additional information becomes known. The
provision also accounts for the future development of these claims including claims incurred but not
reported. Reserves do not represent an exact calculation of liability, but instead represent estimates
developed using projection techniques in accordance with Canadian accepted actuarial practice. These
reserve estimates are expectations of the ultimate cost of settlement and administration of claims based
on our assessment of f:tlctg'and circumstances then known, our review of historical settlement patterns,
estimates of trends in c_l.aims severity and frequency, legal theories of liability and other factors.

Variables in the reserve estimation process can be affected by both internal and external events, such as
change‘s in claims handling procedures, economic inflation, legal trends and legislative changes. Many of
these items are not directly quantifiable, particularly on a prospective basis. Additionally, there may be
significant reporting lags between the occurrence of the insured event and the time it is actually
reported to the insurer.[Reserve estimates are refined in a systematic ongoing process as historical loss

experience develops and additional claimns are reported and settled. Because the establishment of
reserves is an inherently uncertain process involving estimates, current reserves may not be sufficient.
Adjustments to reservesl, both positive and negative, are refiected in the statement of income of the
period in which such estimates are updated.

The provision for unpalid claims and adjustment expenses is discounted to take into account the time
value of money. It also includes a provision for adverse deviation, as required by Canadian accepted
actuarial practice. The appoixited actuary of our P&C insurance subsidiaries, using appropriate actuarial
techniques, evaluates the adequacy of our policy liabilities.

Premium liabilities are considered adequate when the unearned premium reserve (after deducting any

deferred acquisition coslt asset) is at least equal to the present value, at the balance sheet date, of cash

flow of the claims, expenses and taxes to be incurred after that date on account of the policies in force at
that date or at an earlier date, Deferred acquisition costs comprise commissions, premium taxes and
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expenses directly related to the acquisition of premiums. They are deferred to the extent that they are
recoverable from unearned premiurms, after considering the related anticipated claims, expenses and
investment income in respect of these premiums. Deferred acquisition costs are amortized on the same

basis as the premiums are recognized in income,

A premium deficiency would be recognized immediately by a charge to the statement of income as a
reduction of deferred acquisition costs to the extent that the unearned premiums reserve, plus
anticipated investment income, are not adequate to recover all deferred acquisition costs and related
claims and expenses. I the premium deficiency was greater than unamortized deferred acquisition costs,
a liability would be accrued for the excess deficiency.

investments ‘ ‘ .

We obtain values for actively traded securities from external pricing services. For private placements,
commercial mortgages and a small number of infrequently traded securities, we obtain quotes from
brokers or we estimate values using internally developed pricing models. These models are based on
common valuation techniques and require us to make assumptions regarding credit quality, liquidity
and other factors that affect estimated values. .

Impairment of investment securities results in a charge to earnings when a market decline in the value
of an investment to below cost is other than temporary. Our methodology to identify potential:
impairments requires professional judgment and places particular émphasis on those securities with
unrealized losses of 25% or greater of the book value where that unrealized loss has been outstanding
for more than six months. Members of our investment and accounting departments meet quarterly to

_ assess impairments and report quarterly to the Investment Committee on important investments that

are included on a “Watch-list”, Management assesses which of these securities are other than temporarily
impaired. Assessment factors include, but are not limited to, the financial condition and rating of the
issuer of the secufity, any collateral held and the length of time the market value of the security has been
below cost. Any impairments are recognized when the assessment concludes that there is objective
evidence of impairment. Each quarter, any security with an unrealized loss that is determined to have
been other than temporarily impaired is written down to its expected recoverable amount, with the
ameount of the writedown reflected in our statement of income for that quarter. Previously impaired
securities continue to be monitored quarterly, with additional writedowns taken quarterly if necessary.

There are inherent risks and uncertainties involved in making these judgments. Changes in
circumstances and critical assumptions such as a weak economy, a pronounced economic downturn or
unforeseen events which affect one or more companies or industry sectors could result in additional -
writedowns in future periods for impairments that are deemed to be other than temporary. See also
Note 2 to our audited consolidated financial statements for a description of our impairment policies.

Reinsurance
Reinsurance recoverables include amounts for expected recoveries related to claims liabilities as well as’
the portion of the reinsurance premium which has not yet been earned. The cost of reinsurance is

- accounted for over the terms of the underlying reinsured policies using assumptions consistent with
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those used to account for the policies. Amounts recoverable from reinsurers are estimated in a manner

- consistent with claim and claim adjustment expense reserves and are reported in our consolidated
- balance sheet. The ceding of insurance does not discharge our primary liability to our insureds. An

estimated allowance for doubtful accounts is recorded on the basis of periodic evaluations of balances

due from reinsurers, reinsurer solvency, management's experience and current economic conditions.

Goodwill and other Intangibles
Pursuant to GAAP, goodwill represents the excess of the purchase price of acquisitipné over the fair
value of the underlying r‘xet assets. Prior to January 1, 2002, goodwill was amortized and charged to

income over its estimated useful life, On January 1, 2002, we adopted the new accounting standards for
Business Combinations ‘and Goodwill and Other Intangibles, as prescribed by GAAP. In accordance with
these requirements, we reviewed each of the business combinations completed by us before July 1, 2002

to determine whether there were intangibles that met the criteria of GAAP for recognition as identifiable
intangibles other than -goodwill. Based on our review, we did not identify any intangible assets acquired

prior to January 1, 2002.

Under GAAP, goodwill is no longer amortized but is tested annually for impairment of value on a
reporting unit basis. Management's judgement is required to identify reporting units with similar
economic characteristics and to select an appropriate valuation model. In the P&C insurance brokerage
industry and the P&C insurance industry, it is common for companies to be acquired at a multiple of
revenue or book value, a‘djusted for net assets other than intangibles. A range of values used to evaluate
the multiple is developed using discounted cash flow valuation techniques. Accordingly, we assess the
carrying value of our net assets on this basis. Any impairment identified through this assessment is
charged to income as a niesult of a reduction in the carrying value of the goodwill. Likewise intangible
assets are subject to imp:lairment test on an annual basis by reference to the underlying fair valuation of .

the intangible item.

Income Taxes
We use the liability method whereby income taxes reflect the expected future tax consequences of
temporary differences between the carrying amounts of financial statement assets and liabilities

compared with their respective tax bases. Accordingly, a future tax asset or liability is determined for

each temporary difference based on the income tax rates that are expected to be in effect when the

underlying items of revenue and expenses are expected to be realized.

- Future income taxes accumulated as a result of temporary differences are included in the consolidated

. . . .
balance sheet. In addition, the consolidated statement of income contains items that are non-taxable or
non-deductible for income tax purposes, which cause the income tax provision to differ from what it

would be if based on statutory rates.

CHANGES IN ACCOUNTING POLICIES INCLUDING {NIT{IAL ADOPTION

|
The Company adopted effective January 1, 2004 on a prospective basis the recommendations of The
Canadian Institute of Chartered Accountants (“CICA”) Emerging Issues Committee relating to
derivatives {E1C-128). This change did not have any significant effect on our financial statements. *
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain of the statements contained herein about our current and ﬁ;ture plans expectations and
intentions, results, levels of activity, performance, goals or achievements or any other future
events or devcloprﬁents constitute forward-looking statements. The words "may", "will",
"would", "should", %could", "expects", "plans”, "intends", "anticipates”, "believes", "estimates”,
"predicts”, "likely" or "potential” or the negative or other variations of these words or other
comparable words 5r phrases, are intended to identify forward-looking statements. Forward-
looking statements are based on estimates and assumptions made by us in light of our experience
and perception of historical trends, current conditions and expected future developments, as well
as other factors that|we believe are appropnate in the circumstances. Many factors could cause
our actual results, performance or achievements or future events or developments to differ
materially from those expressed or implied by the forward-looking statements, including, without
limitation, the follov?ing factors: our ability to implement our strategy or operate our business as
we currently expect; our ability to accurately assess the risks associated with the insurance
policies that we write; adverse capital market developments or other factors which may affect our
investments; the cycllcal nature of the P&C insurance industry; government regulations; litigation
and regulatory acnons periodic negative publicity regarding the insurance industry; intense
competition; our reliance on brokers and third parties to sell our products; our ability to
successfully pursue lour acquisition 'strategy, our ability to integrate the business of Allianz
Canada; our ability to achieve cost savings anticipated from the acquisition of Allianz Canada,
uncertainties assoc1alted with our acquisition of Allianz Canada, the substantial influence of ING
Groep; our participation in the Facility Association (a mandatory pooling arrangement among all
industry participants?; terrorist attacks and ensuing events; the occurrence of catastrophic events;
our ability to maintain our financial strength ratings; our ability to alleviate risk through
reinsurance; our ability to successfully manage credit risk; our reliance on information technology
and telccommumcanons systems; our dependence on key employees; general economic, financial
and political condltu!)ns our dependency on the results of operations of our subsidiaries; the lack
of a trading history of, and the current absence of a liquid market for, our common shares; the
volatility of the stock market and other factors affecting our share price; and future sales of a
substantial number 6f our common shares. These factors should be considered carefully, and
readers should not place undue reliance on our forward looking statements. We have no intention
and undertake no obhgatlon to update or revise any forward looking statements, whether as a
result of new mformc‘ltlon, future events or otherwise, except as required by law.




Unless otherwise specified, this Annual Information Form presents
information as at December 31, 2004. All amounts in Canadian dollars.

CORPORATE STRUCTURE

Name, Address and Incorporation

ING Canada Inc. (“ING Canada” or the “Company™) is a corporation incorporated pursuant
to the Canada Business Corporations Act and serves as a holding company for our operating
subsidiaries which operate principally in the Canadian property and casualty insurance market.
We conduct business in all provinces and territories of Canada through the following subsidiaries:
ING Insurance Company of Canada, ING Novex Insurance Company of Canada, The Nordic
Insurance Company of Canada, Belair Insurance Company Inc., Allianz Insurance Company of
Canada, Trafalgar Insurance Company of Canada, Equisure Financial Network Inc., Canada
Brokerlink Inc., Wellington Warranty Company Inc., ING Investment Management Inc. and ING
Wealth Management Inc. Our registered and principal business office is located at 181 University
Avenue, Suite 700, Toronto, Ontario M5H 3M7.

Intercorporate Relationships

The following chart illustrates the corporate structure of ING Canada as at December 31,
2004, together with the jurisdiction of incorporation of each of our material operatmg comparues
Unless otherwise noted, all of our subsidiaries are wholly-owned.

-




ING CANADA INC.

ING Canada Inc.
(Canada}

Belair Insurance Company Inc.
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|
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Canada (Canada) Management Ine.
- {Canada)
|ING Novex Insurance
Company of Canada (Canada)
' ING Weatth
iThe Nordic Insurance Management Inc,
Company of Canada (Canada) (Canada)

lWeIlington Warranty
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Fompany Inc. (Canada) Equisure Financial Network Inc

{Canada)™

Alllnnz Insurance Company of
‘ Canada (Canada)™

. Canada Brokerlink Inc.
' (Alberta) ™

Trafalgar Insurance Company
|of Canada (Canada)™

(1) We own 49% of the common shares of Equisure Financial Network Inc, (“Equisure”) and 100% of its preferred shares. The
remaining 51% of its common shares are held by a broker. A sharcholder agreement provides us with the right in certain
circumstances to acquire thel: common shares of Equisure not owned by us. Equisure generally owns a direct 50% interest in its
property end casualty insurance brokerages; in Quebec, Equisure indirectly owns up to 20% of property and casualty insurance
brokerages.

(2) We own or have the nghl to acquire all of the issued and outstanding shares of Canada Brokerlink Inc.

(3) Held directly or mdlrcctly through Allianz of Canada Inc. (incorporated in Ontario).




GENERAL DEVELOPMENT OF THE BUSINESS

Our business was founded in 1809 with the incorporation of our first predecessor company,
The Halifax Insurance Company. Qur business has been operated as-an indirect wholly-owned
subsidiary of ING Groep or its predecessors since 1959. Between 1988 and 2001, we successfully
acquired and integrated ten property and casualty (“P&C”) insurance busmesses As a result of
both our acquisitions and organic growth we have grown in terms of direct prermums written
from the eighteenth largest P&C insurer in Canada in 1988 to the largest P&C insurer in Canada
with an estimated market share of 11.5%, based on 2004 direct premiums written.

Our business is organized into two lines: personal and commercial insurance. Our principal
insurance products are automobile, property and liability insurance, which we provide to
individuals and small to medium-sized businesses across Canada. Based on direct premiums
written in 2004, we arc the largest P&C insurer in Quebec, Alberta, Atlantic Canada and British
Columbia and the second largest in Ontario. We distribute our products through two channels:
brokers and direct distribution. Qur personal insurance business, representing 67.5% of our direct
premiums written over the last twelve months ended December 31, 2004, consists of automobile
and property insurance sold to individuals. Our commercial insurance business consists of
automobile, property, liability, surety, marine and specialty coverage sold to small and medium-
sized commercial clients. In addition to our P&C insurance operations, we have an investment
management operation which provides investment management services with respect to
approximately $6.8 billion of assets under management (“AUM”) as at December 31, 2004,
which includes invested assets of our P&C insurance subsidiaries of $6.2 billion.

Three Year History

In December 2001, we entered into an agreement with Zurich Insurance Company
(“Zurich™) to acquire its personal and small- and medium- sized commercial lines business, and in
turn sold our large- -sized commiercial lines business to Zurich. We assumed policies in force with
policy liabilities of $723.1 million as at December 31, 2001 and gained approximately 1 000 new
employees who transferred to ING Canada as part of the Zurich acquisition.

The Company mtegrated the Zurich acquisition with our existing business over most of
2002. As a result of the acquisition, we increased direct premiums written by over $510 million.
At the same time, our premium rates for commercial and personal automobile insurance increased
significantly while claims costs on personal automobile insurance continued to escalate.

2003 was marked by a number of provincial regulatory reform initiatives in the personal
automobile sector. The Company adapted and dealt with the impact of these reforms.
Underwriting results in 2003 improved as the reforms began to impact results, however a more
significant trend could be attributed to lower claims frequency, which resulted in reduced claim
costs. The Facility Association (see below under the heading “Description of the Business —
Facility Association™) incurred a large loss in 2003 and, through our mandatory participation, the
Company absorbed its proportionate share of the loss, which was in excess of $65 million.

In 2004, consistent with our growth strategy, the Company entered into a share and loan
purchase agreement dated October 7, 2004 with Allianz AG and Allianz of America Inc.
(“Allianz Agreement”) to acquire most of Allianz’ operations in Canada for a purchase price of
$370.0 million (the “Acquisition”). Included in the Acquisition were two insurance companies,
Allianz Insurance Company of Canada (“AICC") and Trafalgar Insurance Company of Canada
(the “Allianz Insurance Subsidiaries”) which together were the thirteenth largest P&C insurance
group in Canada with a 2.7% market share based on its 2004 direct premiums written of $797.6
million. Part of this ($193.5 million), referred to as the “Excluded Business”, related to insurance
coverage of industrial risks for large Canadian companies and multi-national clients of Allianz




AG. Pursuant to the Allianz Agreement, AICC agreed to enter into a series of transactions to
transfer the Excluded Business to the Canadian branch of Allianz Global Risks U.S. Insurance
Company (“AGR”)| a subsidiary of Allianz AG. Pursuant to these transactions, (i) AICC has
ceased to write and 'AGR has begun to write certain lines of business associated with the
Excluded Business and AGR has offered employment to certain employees of Allianz of Canada
Inc. (“Allianz Canada’ "Y; (i) all assets related to the Excluded Business have been transferred to
AGR and AGR has|assumed all liabilities associated with the Excluded Business; (iii) various
insurance and admlmstratlve services will be provided among AICC, Allianz Canada and AGR
with technology serv1ces being provided by Allianz Canada to AGR. The services will be
provided until no later than September 30, 2005 except for the technology services which will be
provided until no later than December 31, 2005; (iv) Allianz Global Risks Riickversicherungs AG
(“AGRR") will be responsnble for the results. of operations of the Excluded Business during the
period between the‘ closing of the Acquisition and the effective date of the transfer of the
Excluded Business to AGR; and (v) certain leases have been assigned by AICC to AGR.

The Allianz Agreement provides that any after-tax profit and after-tax loss from the
Excluded Business T.vﬂl result in an adjustment to the purchase price for the shares of Allianz
Canada. The agreement further provides that we will be indemnified by Allianz AG and Allianz
of America, Inc. fox" any loss and liability of any nature with respect to the Excluded Business
during the period from the closing .of the Acquisition to the transfer and assumption of the
Excluded Business. \lf the agreement providing for the transfer of the Excluded Business from
AICC to AGR is not executed, this indemnity will commue in force until the expiry of all

liabilities of the Excluded Business in AICC.

The acquired business is distributed exclusively through brokers including a network of
brokers branded “Grey Power” which targets individual customers over the age of 50. We are
integrating the acquired business into our operations over the next 12 to 18 months. Also part of
the acquisition was a network of insurance brokerages, Canada Brokerlink Inc. (“Canada
Brokerlink™), which|sells the products of P&C insurance companies to individuals and small to

- medium-sized busmesses The transaction was recorded w1th an effective date of November 30,

2004 and was completed on December 8, 2004.

The Allianz Agreement contains customary provisions, including representations and
warranties regardmé Allianz Canada, the Allianz Insurance Subsidiaries and Grey Power and
Canada Brokerlink (the “Brokerage Subsidiaries™). As well, the Allianz Agreement contains
covenants regardmg the conduct of the business of Allianz Canada, the Allianz Insurance
Subsidiaries and the Brokerage Subsidiaries during the period between the execution of the
Allianz Agreement and the closing of the Acquisition.

The parties to the Allianz Agreement have agreed to indemnify each other for losses
resulting from mis‘representations or breaches of warranty, covenants or obligations. The

maximum amount either party may recover is subject to a limit, except with respect to the
Excluded Business a‘nd certain taxes paid or payable in connection with the series of transactions
transferring the Excluded Business to the Canadian branch of AGR. For further details, please
refer to Management 8 Discussion & Analysis of Financial Condition and Results of Operations
for the year ended December 31, 2004 under the section “Slgnlﬁcant Transactions — Acqu1s1t1on
of Allianz”.

The Company‘ completed an initial public offering on December 15, 2004 (the “Offering™),
pursuant to the filing of a supplemented prospectus dated December 9, 2004. As a result of the
offering, 34,880,000 common shares were issued at $26.00 per share for proceeds of $858.5
million net of underwriters’ fees and other expenses. Pursuant to the underwriter’s agreement for

the prospectus, an over-allotment option was granted and then exereised_ on January 13, 2005, for




which 5,232,000 additional common shares were issued and net proceeds were received of $129.2
million. '

We believe that several key factors will affect the P&C insurance industry in the next 12 to
24 months. Given the large contribution of automobile insurance to premium volume of the P&C
insurance industry, regulatory changes to automobile insurance are expected’ to continue to
impact the performance of the P&C insurance industry. Furthermore, the lower automobile claim
frequencies observed in 2003 and 2004 will either return to normal levels or lead to premium
reductions in the coming 24 months. Favourable experience in commercial insurance in the last
three years and the strengthening of the P&C insurance industry’s capital position will. likely
accelerate competition in commercial insurance.

Consequently, the industry’s growth rates for the next 12 to 24 months are llkely to be
below historical levels. We also expect that the underwrltmg results will not remain at such
favourable levels. Given the fragmented nature of the P&C insurance industry, we also believe
that the pace of consolidation activity will accelerate.

DESCRIPTION OF THE BUSINESS

The P&C insurance industry provides insurance to both individuals and businesses
covering automobile, personal and commercial property, general liability and other business lines
of P&C insurance. In 2004, the P&C insurance industry recorded approximately $35.7 billion of
direct premiums written and made total claims payments and provisions for claims of
approximately $19.9 billion. Automobile insurance is the largest business line of the P&C
insurance industry while property insurance reprcscnts the second largest business line of the
P&C insurance industry.

The three primary distribution channels for the P&C insurance industry are brokers, direct
distribution and captive agents. Brokers act as intermediaries with a number of P&C insurance
companies on behalf of customers who wish to purchase P&C insurance and represent a
significant majority of the P&C insurance industry’s personal and commercial insurance
premiums. The direct distribution channel is a method by which P&C insurance companies sell
their insurance policies directly to customers without the use of an intermediary, primarily
through the Internet and call centres. P&C insurers that use a captive agent distribution strategy .
employ a proprictary sales force that markets P&C insurance products excluswely for that
insurer.

The financial performance of thc P&C insurance industry is determined by two principal
factors: (i) the level of premiums collected in relation to claims and operating costs paid; and (ii)
the retumns generated by investment portfolios held by insurers.

The P&C insurance industry is a mature market. From 1993 to 2000, the compound annual
growth rate (“CAGR”) of the P&C insurance industry’s direct premiums written was 4.4%. In
2001, 2002 and 2003, the P&C insurance industry’s direct premiums written grew by 12.7%,
17.6% and 16.0%, respectively, resulting in a CAGR of 7.6% for the period from 1993 to 2003.
The industry experienced lower growth in 2004, with an increase in direct premiums written of
4.4%.

We believe that the P&C insurance industry’s premium growth rates in 2001, 2002 and
2003 were unusually high. The industry is likely to experience little or no premium growth in the
short-term as the market adjusts to recent rate increases and growth rates are likely to return to
historical norms in the medium to long-term. '

A key performance measure of the P&C insurance industry. is the combined ratio. The
combined ratio is the sum of the claims ratio and the expense ratio. The claims ratio is the sum of




claims and claims adjustment expenses incurred, net of reinsurance, expressed as a percentage of
net premiums earned The expense ratio is the sum of expenses including commissions, premium
taxes and general and administrative expenses mcurred expressed as a percentage of net
premiums eamed.

In the eleven years preceding 2004, the P&C insurance 1ndustry s combined ratios
remained above 100% From 1997 through 2001, increases in the P&C insurance industry’s

* combined ratios were primarily caused.by rising losses which were not offset by price increases

in the same period.| Recently, the P&C insurance industry’s combined ratios have improved
significantly, reflecting regulatory changes and a shift toward increased prices, improved
underwriting dlscnphne claims frequency, claims management and a focus on expense
management. As a result the P&C insurance industry’s 2002 combined ratio improved to 105.8%
from 111.0% in 2001, and further improved to 98.7% in 2003. The P&C insurance mdustry saw

further 1mprovement‘ in 2004 with a combined ratio of 90.7% :

‘The P&C i insurance industry’s returns on investment portfolios were severely impacted as
interest rates fell to historic lows in recent years and equity markets declined from 2000 to 2002.
However, as a resultlof a better combined ratio in 2004, the P&C insurance industry improved its
performance, postmg a return on equity {“ROE”) of ]8 1% for the year ended December 31,
2004.

Lines of Business
Personal Insurance

We arc the largest personal insurance provider in Canada with $2.4 billion of direct
premiums written in|2004. Over the last twelve months ended December 31, 2004, our personal
insurance business a!ccounted for 67.5% of our direct premiums written. Qur primary coverages
in personal insurance are personal automobile and property insurance. : '

Personal Automobile and Liability Insurance. Our personal automobile insurance business,
with $1.7 billion of|direct premiums written over the last twelve months ended December 31,
2004 and approximately 1.3 million insurance policies in force, provides coverage to our
customers for hablhty, personal injury (or accident benefits) and damage to their vehicles.
Llablhty insurance clovers the payment of damages by insured persons who have caused bodily -
injury or property dzflmage to third parties as a result of an accident. Personal injury insurance
covers impaired earnings, medical, rehabilitation and attendant care resulting from injury, illness
or death sustained b)!r an insured person as a result of an automobile accident. Property (collision
and comprehensive) insurance covers losses suffered by insured persons because of damage to, or
loss of, their automqbiles. Qur coverage is also available for motor homes, recreational vehicles,
snowmobiles and antique and classic cars.

Claims costs |in automobile insurance are primarily a function of the frequency of
accidents, the cost of medical care, the cost of automobile repair and replacement, and any cost of
litigation associated with claims.

Personal Property and Liability Insurance. Qur personal property insurance business, with
$700.9 million of dlrEct premiums written over the last twelve months ended December 31, 2004
and approximately 1.3 million insurance policies in force, covers individuals for fire, theft,
vandalism and other|damages to both residences and their contents as well as personal liability

coverage. Most home policies in force in Canada are on a guaranteed replacement cost basis.

- .Coverages are adjustcd to specific segments of the market. The home market is segmented into

standard homes, hlgh-value homes and non-standard homes. The home market also includes
. I . . . . "

coverage for tenants, condominium owners, non-owner occupied residences and seasonal

residences. .




Claims costs in property insurance are primarily a function of the frequency and severity of
claims. The severity itself is highly influenced by inflation in building supplies, labour costs and
household possessions. Most homeowners’ policies offer, but do not requiré, automatic increascs
in coverage to reflect growth in replacement costs and property values.

The profitability and pricing of homeowners’ insurance is also affected by the incidence of
natural disasters, particularly severe winter storms, wind and hail, earthquakes and hurricanes.
We use reinsurance to reduce our exposure to natural disasters.

Commercial Insurance

We are one of the largest commercial insurance providers in Canada with $1.2 billion of
direct premiums written in 2004. Over the last twelve months ended December 31, 2004, our
commercial insurance business accounted for 32.5% of our.direct premiums written. Our
commercial insurance products are marketed to small to medium-sized businesses and farms.

Commercial Automobile Insurance. Our commercial automobile insurance business, with
$301 million of direct premiums written over the last twelve months ended December 31, 2004
-and approximatety 69,000 insurance policies in force, provides the same coverage as private
passenger automobile insurance but for different types of risks. Commercial automobile insurance
covers commercial vehicles, public vehicles, garage risks, fleets of private passenger vehicles and
light trucks. Most of the vehicles insured by us are cars and light trucks.

Commercial Other Insurance. Qur commercial insurance business also provides coverage
to businesses for fire and related lines, commercial liability, surety, inland marine, multiple peril
risks, premises liability and liability for products and operations as well as niche products
(jewellers’ block, furriers’ block, hospitality risks and warranty coverages) and had $859.7
million of direct premiums written over the last twelve months ended December 31, 2004 with
approximately 220,000 insurance policies in force. We have traditionally offered commercial
property, liability and other insurance to a diversified group of small and medium-sized
commercial clients. These clients are typically small businesses, commercial landlords,
manufacturers and contractors. '

Distribution and Marketing

We distribute our products through two channels: brokers and direct distribution. Brokers
are our primary distribution channel, which accounted for 90% of our direct premiums written in
2004.

e Brokers. We conduct business with approximately 2,800 brokers across Canada. We
belicve ‘that for these brokers, who act on behalf of the customer, the prioritics are
competitive pricing and responsive customer service for their clients. Our business
success is predicated on continuing to provide competitive rates and products that are
best suited for our target customers and to deliver consistently high levels of service to
brokers. For certain brokers, we provide a technology platform that allows them to
transact business with us, educate them on our products and engage in co-operative
marketing. We may also assist brokers in providing a broader range of wealth
management products. In 2000, ING acquired a network of P&C brokerages called
Equisure Financial Network Inc. (“Equisure”). We subsequently sold approximately half
of our equity interest in each of these brokerages in order to ensure that locally-based,
customer-focused entrepreneurs direct these brokerages’ activities. We believe that our
commission structure for brokers has been consistent with standard practices in the P&C
insurance industry. In 2004, we incurred total commissions of $614.4 million of which
$493.4 million (approximately 14.7% of net premiums earned) represented basic

commissions and $121.0 million represented contingent commissions (approximately-
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3.6% of net premiums carned). In addition, we have provided loans to certain brokers,
including Equisure brokerages, to support the growth strategy of these brokerages or their
succession planning requirements.

In October 2004 the Canadian Council of Insurance Regulators, an inter-jurisdictional
association of regulators of insurance, and the Canadian Insurance Services Regulatory
Orgamzatxoris an interjurisdictional association of regulators of insurance intermediaries
across Canada, announced that they have established a committee to ensure a co-
ordinated naltlonal approach to regulators’ review of insurance practices regarding the
relationship between insurance companies, brokers and other intermediaries. In addition,
the Ontario govemment announced that it had reached an agreement in principle with the
P&C msura.nce industry, whereby P&C insurers and brokers in Ontario will voluntarily
improve dlsclosure of both basic and contingent commission payments. On November
12, 2004, the 1BC revealed details of a plan to prowde enhanced clarity and access to
information |regarding P&C insurance sales and services in Ontario. We continue to
review our [commission structure, financing arrangements with brokers and related
matters, including disclosure, and intend to work with insurance regulators in Canada and

industry pammpants with respect to these developments.

o Direct Drsmbunon Our direct distribution channel caters to customers who prefer to deal -
directly wrth us, without an intermediary. Belair Insurance Company Inc. (“BELAIR”) is
known for rts state-of-the-art call centre technology and has been conducting business
directly through the Internet with consumers in Quebec and Ontario since 1995, offering
free quotesl and online purchasing for automobile and home insurance. We market
insurance directly to customers through BELAIR by contacting customers through mass
media, telen'xarketmg and direct mail campaigns. Products are markéted and sold mainly
through the Internet and by phone through our call centres m Quebec and Ontario.

Affinity groups, such as employers and associations, are also a part of our customer base.
We handle sales and services for these programs either through a sponsoring broker or through
our call centre operatnons A number of corporations market our product offerings to their
employees. In addmon we have relationships with automobile associations and other affinity
groups including alumni and professional associations across Canada that market our products to
their members.

Reinsurance

We purchase|reinsurance in order to control our exposure to losses and liability arising
from the insurance risks that we write and to protect our capital resources. We cede a portion of
our gross premiums to reinsurers in exchange for the reinsurer’s agreement to share a portion of
the covered losses. The purpose of reinsurance is to improve risk diversification and to allow us
to write more business.

All of our non-afﬁllate reinsurers were rated “A-" or higher by A.M. Best, a leading
international insurance rating agency, at the time of entering into the reinsurance arrangements,
Reinsurance recoverables related to our non-rated reinsurers, including our affiliate reinsurers, are
substantlally secured in the form of cash, letters of credit and/or assets held in trust accounts.

Prieing and Underwriting

Personal Insurance. We believe that pricing and underwriting are inextricably linked. The
sophistication of pncmg segmentation has a direct influence on the quality of risks that we will
assume. Similarly, the sophlstlcatron of the risk selection process has a direct impact on the
experience that is reflected in our pricing database and hence on our ability to segment and be
competitive. -
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We enhance our competitive pricing position through disciplined claims and- expense
management. Over the last ten years, we have maintained a detailed proprietary database of our
personal insurance business that is consistent across the provinces and territories. As a result of
our size, this database allows us to have greater insight in the forecasting of expected claims
severity and frequency. Qur pricing is derived from frequency of claims, severity of claims,
expenses associated with writing business, claims administration and settlement costs and costs of
distribution channels through which the business is written.

The selection or underwriting process attempts to quantify the potcﬁtial risks associated

with a customer to determine the eligibility of that customer and the appropriate price that should

be charged. This process is highly automated in order that brokers and underwriters can apply our
underwriting guidelines as consistently as possible. We have developed sophisticated models to
identify the relative profitability at the risk or policy level in order to provide brokers with
additional guidelines to encourage business with the highest expected profitability.

Commercial Insurance. As in personal insurance, product pricing in commercial insurance
is generally developed to provide for expected claims frequency and severity in the period when
the rates wiil be in effect. Product pricing takes into account the expenses associated with writing
business as well as claims administration and settlement expenses. Qur pricing strategy also
incorporates the cost of capital required to support the business being written.

We have a disciplined approach to underwriting and risk management in commercial
insurance with an emphasis on profitability. Our focus on small and medium-sized businesses has
allowed us to standardize our underwriting criteria and pricing based on industry classifications.

Claims Management

Our claims management objective is to provide efficient, high quality claims service to
our customers while controlling claims administration costs and reducing the incidence of fraud.
We believe that this can best be achieved by our internal claims staff who are trained to apply our
claims management practices. '

In 2004, 97% of our claims were handled to comple;ion by our internal claims personnel,
without the involvement of an extemnal claims adjuster. We believe this results in the desired

effect of consistent application of our claims policies and procedures, as well as lower aggregate

claims costs and related claims administration costs.

In order to benchmark and evaluate our performance, we seek feedback from claimants
annually with respect to satisfaction of our claims handling procedures. Based on this feedback
for 2004, over 90% of claimants responding to the survey were satisfied with the claims process
and the payments that they received. We believe that the results of this survey are representative
of the satisfaction of our claimants. Our staff recognizes that timely resolution of claims is a
service valued by our clients and contributes to our success and reputation. In 2003, to
demonstrate our commitment to efficicncy, we launched a claim service guarantee initiative,

.whereby we promise a response within 30 minutes after a claim is reported. If we fail to respond

within 30 minutes, we pay the customer an amount up-te $1,000 (not to exceed the annual
premium paid by the customer).

General claims handling is administered by our approximately 1,500 claims professionals
located across Canada. The claims handling process includes receipt of notice of loss, coverage
verification, reserving for the ultimate potential loss, investigation of circumstances surrounding
the claim, assessment of damages, settlement or refusal of settlement as appropriate, payment,
completing salvage operations and recuperating under subrogation or reinsurance where
applicable. The key elements of our management process are our comprehensive claims

handbooks, our numerous technical training programs and our quality review processes. We have
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designed systems and processes that ensure on- going momtonng, measurement and control of all
aspects of the claims resolution process, from the time we receive the notice of loss to the final
claim settlement.

We also have a national claims operation which:

» establishes our lstrategic direction with respect to claims and policies on issues that are
common to all regions and distribution channels; and

» further develops our core competencies and best practices in claims.

The national | claims operation negotiates suppliers’ agreements, establishes training
courses, updates claims manuals, establishes and monitors a consistent reserving approach,
conducts operational audits, champions system development and enhancements and establishes
strategies to control loss costs, including internal and external adjustment expenses.

Most of our cla1ms professionals are regionally based. Their role is to manage the day-to-
day operations relatnlng to claims. We believe that this allows us to respond to the customer in a
timely manner wheln a claim situation arises. All of our adjusters have authority limits—
magnitudes of claims that they are qualified to process — commensurate with the adjusters’
respective level of e)ltperience. These authority levels are reviewed on a regular basis and adjusted

if warranted.

‘We manage a large number of claims in the normal course of business. A number of
outstanding claims pfresent common issues faced by the P&C insurance industry-as a whole, such
as total loss deductible, aftermarket parts, ice storm and environmental contamination claims.
These insurance clalms are managed by the claims department on a day-to-day basis. Reserves
are established and adjusted by the claims department and reviewed by our internal and external
auditors and our actuarlal legal and finance departments. If these claims are derived from
insurance policies tl}at are covered by reinsurance treaties, the risk to us is limited to the net
retention of the insurance risks and the credit rating of the reinsurer.

Facility Association

Asa condltlon of providing automobile insurance in Canada, our insurance subsidiaries are
required to part1c1pate in the Facility Association in all provinces and territories except Quebec.
The Facility ASSDG:laUOﬂ consists of mandatory pooling arrangements with all industry
participants and provides automobile insurance coverage to individuals or businesses that are
otherwise unable to purchase coverage from private insurers. The policies written in the Facility
Association are ,proc;essed and managed by a small number of insurance carriers which receive
expense reimbursement for administering the policies. We are one of several carriers that manage
the Facility Associatilon’s policies. All underwriting results and investment income resulting from
the business processed by these carriers are then pooled and assumed by all industry participants

according to their automobile insurance market share.

‘The size of the Facility Asscciation across jurisdictions varies over time in relation to the
profitability of automoblle insurance markets as well as the capital available to private insurers.
As profitability has been poor in automobile insurance across most jurisdictions (except Quebec)
in the last three years the Famllty Association’s premiums grew to an unprecedented level,
exceeding $1 billion in direct premiums written in 2003, but decreased to $850 million in 2004.

As the Facility Association was unable to increase price levels as fast as claims costs
increased, it suffered losses exceeding $500 million in 2003, largely as a result of claims in
Ontario. However, due to regulatory reforms and significant rate increases in 2003 and 2004 that
helped reduce the mlxmber of risks placed into the Facility Assomatlon it produced a profit of

approximately $530 million in 2004.

13




Competitive Conditions

The P&C insurance industry is highly competitive. In each business line, the market is
highly fragmented and there are typically numerous industry participants competing. Qur
competitors include both foreign and domestic insurers as well as large national insurers,
government automobile insurers, smaller local insurers and mutual and co-operative insurers. In
2004, the top five insurers accounted for only 34.2% of the direct premiums written for the
private P&C insurance industry. We believe that the P&C insurance industry will remain highly
competitive in the foreseeable future. We believe that competition in our business lines is based
on price, service, distribution channels, commission structure, product features, financial strength
and scale, ability to pay claims, ratings, reputation and name or brand recognition. The regional
competitive landscape varies slightly from the national picture.

In this competitive environment, ING Canada is the largest P&C insurance company in
Canada based on 2004 direct premiums written. We have developed underwriting and pricing
policies that have been demonstrated to be effective over time. As well, we ar¢ a financially
sound company with an efficient capital structure that has delivered consistent returns. Since
1988, we have successfully acquired and integrated ten businesses (not including Allianz
Canada), which we acquired on December 8, 2004), realized synergies and enhanced our
operational efficiency and underwriting expertise. We conduct our business in all provinces and
territories of Canada and distribute our products and services through P&C insurance brokers and
direct distribution. Our senior management team has an average. of over 15 years in the P&C
insurance industry and has been with us for an average of ten years.

Intangible Properties

The international reputation of ING Groep N.V. (“ING Groep™) for financial services
expertise is. well recognized in Canada and has a positive effect on our ability to attract a
significant percentage of personal and commercial lines business handled by established
brokerages. Through the Trademark License Agreement between ING Groep and ING Canada,
we are able to use ING Groep’s intemationally recognized trademarks in furtherance of our
business. In addition, in the direct personal lines distribution channel, BELAIR has developed a
strong reputation among consumers in Quebec and Ontario.

Economic Dependence
Trade-Mark Licence Agreement

Under the Trade-Mark Licence Agreement dated as of December 15, 2004 between ING
Groep and ING Canada, ING Groep granted to the Company a non-exclusive licence to use the
ING brand, which includes the ING trade-marks, trade names, graphics, logos and domain names
of ING Groep in consideration for a one-time non-refundable licence fee of one hundred dollars
($100.00). The Company is also entitled to sub-licence the use of such marks to the members of
our distribution channel on such terms and conditions as ING Groep may determine from time to
time. The licence will terminate, subject to a 12 month transition period {(or such longer period as
may be agreed to between us and ING Groep), upon the earlier of the date that (i) we notify ING
Groep that we and all sublicensees intend to cease using the ING brand with no intention of
resuming use, (ii) ING Groep notifies us to cease using the ING brand, or (iii) ING Groep ceases
to beneficially own at least one-half of the outstanding Common Shares of the Company. In
addition to the foregoing, cither party may terminate the Trade-Mark Licence Agreement at any
time on written notice to the other party in the event of a material breach of the licence provisions
by the other party which has not been cured to the reasonable satisfaction of the non-breaching
party within 120 days of the written notice. The Trade-Mark Licence Agreement will also
terminate in the event of our insolvency or bankruptcy. '
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Environmental Policies

The Company respects the earth’s finite resources, as evidenced by its inclusion as a
guiding principle of the ING Canada Code of Conduct. Further, as part of ING Groep, the
Company pamcupates in group-level environmental discussions and initiatives. ING Groep’s
environmental management policy is built on a two-pronged, internal and external, approach
designed to promote environmental protection. Its external policy is aimed at anticipating
developments in the environmental field related to commercial services and the professional
management of Cl’ll\'ll'Ol’lantal risks. Internally, the pohcy is aimed at controlling any
environmental burdelns caused by ING itself. Furthermore, it is ING Groep’s policy to observe all
relevant laws and regulations related to the environment.

Employees

As at December 31, 2004, ING Canada had approximately 6,500 full-time equivalent
employees.

Investment Management

Substantially all of our investment portfolio is managcd by ING lnvestment Management
Inc. {(“1IM™). IIM also provides investment management services to our employee pension plans
and our mutual funds.

As at Decembler 31, 2004, 1IM had aggregate AUM of approximately $6.8 billion of which
$6.2 billion was managed on behalf of our P&C insurance subsidiaries. Of the aggregate AUM,
1IM managed $4.4 b1lhon $1.3 billion and $1.1 billien in fixed income, common equity and .
preferred equity, respecnvely

Investment Phtlosaph y and Strategies

Our overall investment philosophy stresses preservation of capital, management of market
llqu1d1ty, leCI’SIﬁCE‘itlon of investment strategy and market risks, capital optimization and
taxation effects in order to provide long-term value. Absolute and relative value of investments is -
taken into account ‘m the formation of our investment strategies and portfolios. All public
securities portfolios are managed against total return benchmarks. We seek to leverage our core
investment capabllmes in the management of a range of asset portfolios. In addition, we seek to -
leverage strong local knowledge of capital markets opportunities and enhance these skills with

global resources andeerspectlve provided by ING Groep.

Investment strategles arc evaluated based on the relative attractiveness of a given asset
category after takmg into account tax, regulatory capital, risk expectations, and other material
influences. The strategic asset allocation targets are established based on the availability of
certain asset types, ‘portfolio management expertise available to manage these assets, the long-
term risk and return characteristics of sectors and the interaction of the overall investment

portfolio with the liability characteristics.

IIM has two prlmary investment teams, which focus on fixed income securities and equity
securities (mcludmg preferred shares), respectively. Within the equity team, smaller groups focus
on different mvestmem strategies. Although the fixed income and equity teams are focused on the
two primary markets our investment process encourages sharing of insights on issuers,
communication about market trends and building investment outlooks founded on a common
economic outlook. lh all cases, our investment process is oriented towards providing incremental

-returns through actwe portfolio management. The performance of our mvestment teams is

measured agamst total return benchmarks.

Fixed Income Securities. It is our objective to maintain a well dlvemﬁed fixed income
portfolio. Our internal guidelines govern the amount of credit risk we accept in the portfolio.
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Generally, the aggregate rating of the fixed income portfolio is maintained at “A+" or higher by
Standard and Poor’s (“S&P"). For the investments made in money market instruments, the lowest
permitted rating is “R-1” (low) or “AA” by S&P. With investments in government bonds,
provincial securities, corporate bonds, asset-backed securities, including mortgage securities, and
selected private placements and secured commercial mortgages, credit risk is spread across a
broad range of issuers, structures and industries. Fixed income securities are selected based on
fundamental value in the context of the general economic outlook, new issuance expectations,
and overall market supply and demand forces for specific securities. Relative value between yield
curve exposure, credit ratings diversification and aggregate rating composition along with sector
allocation are factors we take into account in the management of the portfolios.

Equity Securities. Within the broad equity category, we pursue a range of different
strategies. We use the “Growth at a Reasonable Price” methodology as the base philosophy
underlying our equity investment processes. This strategy seeks to balance growth opportunities
and fundamental value oriented focus. We believe in a fundamental-driven investment strategy
where macroeconomic events and developments provide the framework for security-specific
implementation, We focus on equity characteristics, variables and ratios we believe will idéntify
stocks positioned to outperform in the near and medium-term. We then focus our analysis and
research on specific equities that meet our preferred profile.

For the assets supporting the P&C insurance business, the major strategies include, as at
December 31, 2004, a preferred share portfolio of $1.1 billion, a dividend rollover portfolio
(“DROP”) of $802.9 million and a market neutral program of $42.1 million— long exposure. The
preferred shares portfolio seeks to provide an attractive after-tax return on a capital and risk
adjusted basis. We consider our exposure to preferred shares to be a mix of both fixed income and
equity market exposure. We seek to diversify our exposure across industries and companies. The
average quality of the portfolio is maintained at “P2” or higher by S&P. Investments are made in
retractable (callable), 'fixed/reset, floating and perpetual securities. We seek to employ rigorous,
bottom-up fundamental analysis in constructing our preferred share portfolio as we do in our
other equity portfolios. We also strive to optimize the tax implications of owning these
investments. The DROP focuses on high-dividend and special dividend paying stocks and seeks -
to capture favourable after-tax income from these shares. The market neutral program is a .
long/short equity strategy. The expectation is to provide an attractive absolute level of total retum
irrespective of market conditions. Daily monltormg of all constraints and predetermined stress
tests occurs in this portfolio.

Benchmarks and Performance

Our investment benchmarks are representative of the risk/return proﬁ]e considered
appropriate to support our liability profile. Although we emphasize the total return of the .
investment portfolio, a variety of business variables affect the ongoing management of the assets. -
The overall benchmark for the P&C insurance subsidiaries portfolio is a blend of the underlying
benchmarks for each asset sector. The benchmarks for the preferred shares and DROP portfolios
are ‘constructed to meet the quality, diversity and liquidity needs of the business. Performance
figures for our P&C insurance subsidiaries’ portfo]ios are measured on an after-tax total return
basis. For the P&C insurance sub51d1anes and pension portfolios, the investment performance is
as follows:
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Annual Returns

2004 Last Three Years
Our P&C Insurance Subsulmrles‘” ]

Total..........0 o 6.53% 6.84%
FixedIncome ..L...... ... .. ... . ....... 4.72% 5.03%
Canadian Preferred Equity. . .................. 5.93% 7.62%
Canadian Common Equity. ................... 14.64% 13.74%

Our Employee Pension Plans ‘

Total. . . ... e A 12.38% 10.38%
FixedIncome...!.................... e ‘ - 1.59% 8.05%
Canadian Common Equity. ................oat. 19.72% 16.91%
U.S. Common Etl:luity ......................... 13.34% N/A®
Intematlonal Common Equity.................. 10.50% (3.0N%

{1) Excludes commercial mortgages and privately placed securities. Returns are after-tax.

(2) U.S. Common Equity has not been part of the investment portfolio of our employee pension plans over the entire
duration of this period.

Our Mutual Funds

We also manage a range of fixed income and equity mutual funds. Of total mutual fund
assets' of $380.9 mllllon as at December 31, 2004, $255.6 million was managed by IIM and
$125.3 million was sub-adwsed by affiliates of IIM. Each fund is managed in accordance with its
investment objccuvc and strategies and investment restrictions and practnces prescribed by
Canadian securities regulatory authorities.

Reeorganization

Prior to the Offering on December 15, 2004, ING Canada was a wholly-owned subsidiary
of ING Canada Holdmgs Inc. (“ING Holdings™), which in turn was a wholly-owned subsidiary of
ING Insurance Intematlonal B.V. (“ING International”). Prior to the closing of the Offering, the
outstanding share c?pltal of ING Holdings was reorganized and a portion of capital stock
redeemed in exchange for promissory notes payable to ING International and all of the issued and
outstanding preferred shares of ING Holdings that were held by ING International were redeemed
in exchange for promnssory notes in the aggregate principal amount of $687.8 million. Following
the redemption of the preferred shares and prior to the closing of the Offering, ING Holdings and
ING Canada amalgama.ted under the Canada Business Corporations Act with the amalgamated
corporation named “ING Canada Inc.”. The authorized share capital of the amalgamated
corporation is as described under the section entitled “Description of Capital Structure” below.

RISK FACTORS

If we are unable to Ilmplement our strategy or operate our busmess as we currently expect,
our results may be adversely affected.

In order to seek profitable growth and maximize shareholder returns, we intend to invest
sngmﬁcant resources |in expanding our core businesses and implementing our strategies which we
describe in the Supplemental PREP Prospectus of December 9, 2004 of ING Canada (“our
Prospectus™), p. 6-7:“Our Business— Qur Strategy”. We cannot assure you that we will continue
to succeed in implementing our strategies. We may experience difficulty in executing our
strategies because of, among other things, increased competition, difficulty in developing and
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introducing new products, adverse economic conditions and changes in regulatory requirements.
Any of the above could have a material adverse effect on the success of our strategies.

If actual claims payments exceed our reserves for losses and loss adjustment expenses, we
may be required to establish additional reserves which may adversely affect our financial
condition and results of operations.

Qur success depends upon our ability to accurately assess the risks associated with the
insurance policies that we write, We establish reserves to cover our estimated llablhty for the

- payment of all losses and loss adjustment expenses incurred with respect to premiums earned on

the insurance policies that we write, Reserves do not represent an exact calculation of liability.
Rather, reserves are our estimates of what we expect to be the ultimate cost of resolution and
administration of claims. These estimates are based upon various factors, including:

e actuarial projections of the cost of settlement and administration of claims reflecting facts
and circumstances then known;

estimates of future trends in claims severity and frequency;

judicial theories of liability;

variables in claims handling procedures;

economic factors (such as inflation);

judicial and legislative trends, and actions such as class action lawsuits and judicial
interpretation of coverages or policy exclusions; and

e the leve! of insurance fraud.

Most or all of these factors are not directly quantifiable, particularly on a prospective basis,

and the effects of these and unforeseen factors could negatively impact our ability to accurately

assess the risks of the policies that we write. In addition, there may be significant reporting lags
between the occurrence of the insured event and the time it is actually reported to the insurer and
additional lags between the time of reporting and final settiement of claims.

We continually refine our reserve estimates in an ongoing process as claims are reported

and seitled. Establishing an appropriate level of reserves is an inherently uncertain process. The -

following factors may have a substantial impact on our future actual losses and loss adjustment
€Xpenses experience: ‘

e the amounts of claims payments;

» the expenses that we incur in resolving claims;

e legislative and judicial developments; and

e changes in economic conditions, including inflation.

Actual losses and loss adjustment expenses we incur under insurance policies that we write
may be different from the amount of reserves we establish. To the extent that actual losses and
loss adjustment expenses exceed our expectations and the reserves reflected on our financial
statements, we will be required to reflect those changes by increasing our reserves. In addition,
government regulators could require that we increase our reserves if they determine that our
reserves were understated in the past. When we increase reserves, our pre-tax income for the
period in which we do so will decrease by a corresponding amount. In addition, increasing or
“strengthening” reserves causes a reduction in our insurance subsidiaries’ surplus and could cause
a downgrading of the ratings of our insurance subsidiaries. Any such downgrade could, in turn,
adversely affect our ability to sell insurance policies.
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Our investment performance inay suffer as a result of adverse capital market developments
or other factors, whlch could in turn adversely affect our business, financial condition and
results of operations.

We depend on income from our investment portfolio for a substantial portion of our
earnings. In 2004 and 2003, net investment income and net realized investment and other gains
accounted for approximately 10.5% and 8.1%, respectively, of our consolidated revenue. A
significant decline in yields in our investment portfolio or a significant reduction in the value of
the securities that we own could have a material adverse effect on our business, results of
operations and financial condition. In addition, due to fluctuations in the yields on fixed income
securities, we face reinvestment risk as these securities mature because the funds may be |
reinvested at rates lower than the maturing securities.

. Our ability to achieve our investment objectlves is affected by general economic condltlons
that are beyond our control. General economic conditions can adversely affect the markets for
interest-rate-sensitive securities, including the extent and timing of investor participation in such
markets, the level and volatility of interest rates and, consequently, the value of fixed income
securities. In addition, changing economic conditions can result in increased defaults by the
issuers of securities that we own. Interest rates are highly sensitive to many. factors, including
monetary policies, domestic and international economic and political conditions and other factors
beyond our control. In addition, the equity portion of our invested assets is subject to the risk,
among others, that the financial condition of issuers in which we invest may become impaired or
that the general condition of the stock market deteriorates.

General economic conditions, stock market conditions and many other factors can alsc
adversely affect the securities markets and, consequently, the value of the securities we own. We
may not be able to realize our investment objectives, which could reduce our net income
significantly. We may alter our investment policy at an inopportune time which could result in a
material underperformance of the investment portfolio as compared to historic results.

The P&C insurance industry is cyclical, and we expect to experience periods with excess
underwriting capacity and unfavourable pricing.

Historically, the results of companies in the P&C insurance industry have been subject to
significant fluctuations and uncertainties. The industry’s profitability can be affected significantly
by:

s competition;
availability of capital to support the assumption of new business;
rising levels of actual costs that are not foreseen by companies at the time thcy price their
products;

s volatile and unpredictable developments, including unnatural, weather-related and other
natural catastrophes or terrorist attacks; .

s changes in loss reserves resulting from the general claims and legal environments as
different types of claims arise and judicial interpretations relating to the scope of insurers’
liability develop; :
changes in insurance and tax laws and regulation as well as new legislative initiatives;

« general economic conditions, such as fluctuations in interest rates, inflation and other
changes in the investment environment, which affect returns on invested capital and may
impact the ultimate payout of loss amounts; and

e general industry practices.

In addition, the profitability of automobile insurers can be affected significantly by many
factors, including:
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e regulatory regimes which limit their ability to detect and defend against fraudulent claims
and fraud rings;

e developing trends in tort and class action litigation;

o changes in laws which could limit the use of used or like kind and quality after-market
parts or compel compensation for alleged dlmmuuon in value notwithstanding repair of
the vehicle;

e changes in other laws or regulations, including the adoption of consumer mntlatwes
regarding rates charged for automobile or other insurance coverage or claims handling
procedures; and .

 privacy and consumer protection laws that prevent insurers from assessing risks or factors
that have a high correlation with risks considered, such as credit scoring.

The financial performance of the P&C insurance industry has historically tended to
fluctuate in cyclical patterns of “soft” markets characterized generally by increased competition

resulting in lower premium rates and underwriting standards followed by “hard” markets-

characterized generally by lessening competition, stricter underwriting standards and increasing
premiums rates. Qur profitability tends to follow this cyclical market pattern with profitability
generally increasing in hard markets and decreasing in soft markets. These fluctuations in demand
and competition could produce underwriting results that would have a negative impact on our
results of operations and. financial condition. '

Our business is heavily regulated and changes in regulation may reduce our profitability
and limit our growth.

As an insurance company, we are subject to numerous laws and regulations in various -

jurisdictions. These laws and regulations delegate regulatory, supervisory and administrative
powers to federal, provincial and territorial insurance commissioners and agencies. Such
regulation generally is designed to protect policyholders rather than shareholders, and is related to
matters including:

rate setting;

risk-based capital and solvency standards;

restrictions on types of investments;

the maintenance of adequate reserves for unearned premiums and unpaid claims;

the examination of insurance companies by regulatory authoritics, including periodic
financial and market conduct examinations;

the licensing of insurers, agents and brokers;

limitations on dividends and transactions with affiliates; and

s regulatory actions.

In addition, these laws and regulations typically require us to periodically file financial
statements and annual reports, prepared on a statutory accounting basis, and other information
with insurance regulatory authorities, including information concerning our capital structure,
ownership, financial condition including, on an annual basis, the aggregate amount of contingent
commissions paid and general business operations. We could be subject to regulatory actions,
sanctions and fines if a regulatory authority believed we had failed to comply with any applicable
law or regulation.

Any such failure to.comply with apphcable laws could result in the imposition of
significant restrictions on our ability to do business or significant penalties, which could
adversely affect our results of operations and financial condition. In addition, any changes in laws
and regulations, including the adoption of consumer or other initiatives regarding contingent and

20




other commissions, rates charged for automobile or claims handling procedures, could materially
adversely affect our business, results of operations and financial condition,

Our business is subject to risks related to litigation and regulatory actions.

In addition to the occasional employment-related litigation to which ail businesses are
subject, we are a defendant in a number of claims relating to our insurance and other related
business operations. We may from time to time be subject to a variety of legal and regulatory

* actions relating to our current and past business operations, including, but not limited to:

¢ disputes over coverage or claims adjudication;
disputes regarding sales practices, disclosures, premium refunds, licensing, regulatory
compliance and compensation arrangements;

o disputes with our agents, producers or network providers over. compensation and
termination of contracts and related claims;

e disputes relating to customers regarding the ratio of premiums to benefits in our various
busingss lines;

¢ disputes with taxing authorities regarding our tax liabilities; and
disputes relating to certain businesses acqulred or disposed of by us.

In addition, plaintiffs continue to bring new typcs of legal claims against insurance and
related companies. Current and future court decisions and legislative activity may increase our
exposure to these types of claims. Multiparty or class action claims may present additional
exposure to substantial economic, non-economic or punitive damage awards. The loss of even
one of these claims, if it resulted in a significant damage award or a judicial ruling that was
otherwise detrimental, could have a material adverse effect on our results of operations and
financial condition. This risk of potential liability may make reasonable settlements of claims
more difficult to obtain. We cannot determine with any certainty what new theories of recovery
may evolve or what their impact may be on our businesses.

We may be subject to governmental or administrative investigations and proceedings in the
context of our highly regulated sectors of activity. We cannot predict the outcome of these
investigations, proceedings and reviews, and cannot assure you that such investigations,
proceedings or reviews or related litigation or changes in operating policies and practices would-
not materially adversely affect our results of operations and financial condition. In addition, if we
were to experience difficulties with our relationship with a regulatory body in a given
jurisdiction, it could have a material adverse effect on our ability to do business in that
jurnisdiction and the price of the Comumon Shares.

The insurance and related businesses in which we operate may be subject to periodic
negative publicity, which may negatively impact our financial results.

Our products and services are ultimately distributed to individual consumers. From time to
time, consumer advocacy groups or the media may focus attention on our products and services,
thereby subjecting our industries to periodic negative publicity. We also may be negatively
impacted if another one of our industries engages in practices resulting in increased public
attention to our businesses. Negative publicity, including publicity resulting from the recent
developments in the United States described above, may also result in increased regulation and
legislative scrutiny of practices in the P&C insurance industry as well as increased litigation,
which may further increase our costs of doing business and adversely affect our profitability by
unpedmg our ablllty to market our products and services, requiring us to change our products or
services or increasing the regulatory burdens under which we operate.
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Intense competition for our products could harm our ability to maintain or increase our
profitability and premium volume,

The P&C insurance industry is highly competitive, and we believe that it will remain
highly competitive in the foresecable future. We believe that competition in our business lines is
based on price, service, commission structure, product features, financial strength and scale,
ability to pay claims, ratings, reputation and name or brand recognition. We compete with a large
number of domestic and foreign insurers. These companies sell through various distribution
channels, including brokers and agents who sell products exclusively for one insurer and directly
to the consumer. We compete not only for business and individual.customers, employers and
other group customers but also for brokers, other distributors of investment and insurance
products. :

In addition, we may not be aware of other companies that may'be planning to enter the
insurance market or existing insurers that may be planning to raise additional capital. Any new,
proposed or potential legislative or industry developments could further increase competition in
our markets. We cannot assure you that we will be able to achieve or maintain any particular level
of direct premiums written in this competitive environment,

Brokers that sell our products sell insurance products of our competltors Such brokers
may choose not to sell our products.

We dlstnbute our products primarily through a network of brokers. These brokers sell our
competltors products and may stop selling our products altogether. Strong competition exists
among insurers for brokers with demonstrated ability to sell insurance products. Premium volume
and profitability could be materially adversely affected if there is a material decrease in the
number of brokers that choose to sell our products. In addition, our strategy of distributing
through the direct channel may adversely impact our relationship with brokers who distribute our
products.

We may be unable to successfully pursue our écquisition strategy.

In executing our growth strategy, we intend to continue to expand our operations and
business in part by acquiring additional P&C insurance businesses. We cannot assure you that we
will be able to identify, acquire or profitably manage additional businesses or successfully
integrate any acquired businesses into our operations. Furthermore, acquisitions, including the
Acquisition, may involve a number of special risks, including diversion of management’s
attention, failure to retain key personnel, unanticipated events or circumstances and legal
liabilities, some or all of which could have a material adverse effect on our business, results of
operations and financial condition. We cannot assure you that acquired businesses will achieve
the anticipated revenues, income and synergies. Acquisitions could also result in potentially
dilutive issuances of equity securities. Failure on our part to manage our acquisition strategy
successfully could have a material adverse effect on our business, results of operations and
financial condition.

If we experience difficulties in integrating Allianz Canada’s business with our existing
businesses, our results may be adversely affected.

Achieving the anticipated benefits of the Acquisition will depend in part upon whether we
can integrate Allianz Canada’s business in an efficient and effective manner. The Acquisition
involves the integration of two companies that have previously operated independently of each
other, and the successful integration of Allianz Canada’s business may result in a diversion of
management’s attention for a period of time. We may not accomplish the Acquisition integration
process promptly or'successfully. If we are unable to promptly and successfully integrate Allianz
Canada’s operations, the anticipated benefits of the Acquisition may not be realized.
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Our results may be adversely affected if we fail to achleve the cost savmgs anticipated from
the Aequisition.

Our rationale for the Acquisition is, in part, predicated on our ability to realize cost
savings. Achieving these cost savings is dependent upon a number of factors, many of which are
beyond our control. An inability to realize the full extent of these cost savings, or any of the other
anticipated benefits of the Acquisition, as well as any delays and business interruptions
encountered in the transition process, could have an adverse effect upon our revenues, level of
expenses, operating results and financial condition.

Uncertainties associated with the Acquisition or our role as the new owner of Allianz
Canada may cause Allianz Canada to lose customers or employees, and could adversely
affect our business and financial results.

Customers may, in response to the Acquisition, delay or defer decisions concerning their
purchase or renewal of Allianz Canada’s products or services because of uncertainties related to
the Acquisition or because Allianz Canada will no longer be associated with Allianz AG. In
addition, the success of the integration of Allianz Canada’s business will depend in part upon our
ability to retain key employees of Allianz Canada. Competition for qualified personnel can be
very intense. Key employees of Allianz Canada may depart or choose not to sell its products
because of issues relating to the uncertainty and difficulty of integration or a desire not to remain
with the combined company. Any of these matters could have an adverse effect on our busmess
results of operations or financial condition.

ING Groep will substantially influence our direction and op'erations and may have interests
that differ from those of our other shareholders.

Subsequent to the exercise in full of the Over-Allotment Option on January 13, 2005, ING
Groep directly or 1nd1rectly owns approximately 70% of the outstanding Common Shares.
Consequently, ING Groep is in a position to determine the outcome of corporate actions requiring
shareholder approval, including: electing certain members of our board of directors; adopting
amendments to our constating documents; and approving a merger or consolidation, liquidation
or sale of all or substantially all of our assets. ING Groep is also in a position to prohibit us from
carrying on business in jurisdictions outside of Canada. On December 15, 2004, ING Canada
entered into a Co-operation Agreement with ING Groep which provides, among other things, that
for so long as ING Groep holds not less than one-third of our outstanding Commeon Shares, we
may not carry out certain corporate acts, including entering into business combinations with
unaffiliated third partics or making acquisitions or dispositions above certain monetary
thresholds, without the prior written approval of ING Groep. In addition, ING Groep holds a
Special Share, which entitles ING Groep to elect a specified number of directors to our board,
which initially will comprise five of our 12 directors, one of whom must be appointed our Chief
Executive Officer. Accordingly, ING Groep has significant influence over our ongoing business
and operations, both as a shareholder and as a party to the Co-operation Agreement, even after it
ceases to own or control a majority of our Common Shares. For further details, plcase refer to the
section entitled “Relationship with ING Groep” below.

In addition, ING Groep has provided us, and will continue to provide us, with certain
services. The terms of these arrangements have been negotiated between us and ING Groep and
may not necessarily reflect terms that we or ING Groep would agree to with an independent third
party. Certain of these arrangements may be disadvantageous to us. For further details, please
refer to the section entitled “Relationship with ING Groep” below. Certain of our directors are
also directors or officers of ING Groep or certain of its subsidiaries. Conflicts of interest could
arise between us and ING Groep or one of its subsidiaries, and any such conflict may not be
resolved in a manner that favours us.
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ING Groep has advised us that it intends to retain control of us and does not currently
intend to pursue any action that would cause its holding of Common Shares to be reduced such

that it would not retain such control. In order to retain control, ING Groep may decide not to enter
into a transaction in which our shareholders would receive consideration for their Common

_ Shares that is much higher than the cost of their investment in Common Shares or the then market

price of the Common Shares. We do not have any control over any decision that ING Groep may
make in the future regarding its continued ownership of Common Shares.

" Qur profitability and ability to grow may be adversely affected by our mandatory

participation in the Facility Association in Canada’s automobile insurance markets..

As a condition to the ability to conduct business in Canada’s automobile insurance
markets, our insurance subsidiaries are required to participate in the Facility Association that
covers most of the provinces and territories. For further details, please refer to the section entitled
“Description of the Business — Facility Association” above. Facility Association losses, an
increase in the number of policyholders captured in the Facility Association, or changes in the
pooling arrangement could reduce the profitability of our insurance subsidiaries in any given
period or limit the ability of our insurance subsidiaries to profitably grow the business.

Terrorist attacks and ensuing events could have an adverse effect on our financial results
and financial condition. ’

We may have exposure to losses resulting from acts of terrorism and political instability. -

These risks are inherently unpredictable, although recent events may lead to increased frequency

and severity. It is difficult to predict the occurrence of such events’ with statistical certamty orto

estimate the amount of loss per occurrence they will gencrate.

In addition, any future acts of terrorism would significantly adversely affect general
economic, market and political conditions, potentially increasing some of the other risks to our
business discussed in this section.

The occurrence of severe catastrophic events may have a material adverse effect on our
financial results and fi nanclal condition.

Our insurance opcratlons expose us to claims arising out of catastrophes We have

experienced, and expect in the future to experience, catastrophic losses that may materially -

reduce our proﬁtablllty or harm our financial condition.

Catastrophes can be caused by various natural and unnatural events. Natural catastrophic
events include hurricanes, windstorms, earthquakes, hailstorms, explosions, severc winter
weather and fires. Unnatural catastrophic events include hostilities, terrorist acts, riots, crashes
and derailments. The incidence and severity of catastrophes are inherently unpredictable. The
extent of losses from a catastrophe is a function of both the total amount of insured exposure in
the area affected by the event and the severity of the event. Most catastrophes are restricted to
small geographic areas; however, hurricanes, windstorms and ecarthquakes may produce
significant damage in large, heavily populated arcas, Catastrophes can cause losses in a variety of
P&C insurance lines. For example, the ice storm in Eastern Canada in 1998 caused P&C
insurance losses in several lines of business, including business interruption, personal property,
automobile and commercial property. —

Claims resulting from natural or unnatural catastrophic events could cause substantial
volatility in our financial results for any fiscal quarter or year and could materially reduce our
profitability or harm our financial condition. Our ability to write new business also could be
affected.
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We may experience an abrupt interruption of activities caused by unforeseeable and/or
catastrophic events. Our operations may be subject to losses resulting from such disruptions.
Losses can relate to property, financial assets, trading positions and also to key personnel. If our
business continuity plans cannot be put into actlon or do not take such events into account, losses
may further increase.

If we are unable to maintain our current financial strength ratings, our ability to write
insurance and compete with other insurance companies may be adversely impacted.

Independent third party rating agencies assess and rate the financial strength of insurers
based upon criteria established by the rating agencies. Periodically the rating agencies evaluate us
to confirm that we continue to meet the criteria of the ratings previously assigned to us. The
ratings assigned by rating agencies to insurance companies represent independent opinions of
financial strength and ability to meet policyholder obligations, and are not directed toward the
protection of investors. Ratings by rating agencies are not ratings of securities or
recommendations to buy, hold or sell any security. Financial strength ratings are used by insurers
and insurance brokers as an important means of assessing the financial strength and quality of
insurers. We may not maintain our financial strength ratings from the rating agencies. Please refer
to the section at p. 33 in our Prospectus entitled “Our Business — Ratings” for further details.
Any rating downgrade could result in a reduction in the number of insurance contracts we write
and in a significant loss of business, as such business could move to other competltors with
higher ratings, thus causing premiums and earnings to decrease.

We' may not be able to successfully alleviate risk through reinsurance arrangements, which _
could cause us to reduce our premiums written in certain lines or could result in losses.

We use reinsurance to help manage our exposure to insurance risks. The availability and
cost of reinsurance are subject to prevailing market conditions, both in terms of price and
available capacity, which can affect our premium volume and profitability. Many reinsurance
companies exclude certain coverages from, or alter terms in, the policies that we purchase from
them. For example, following the terrorist attacks of September 11, 2001, certain reinsurers
excluded coverage for terrorist acts or priced such coverage at prohibitively high rates. These
gaps in reinsurance protection expose us to greater risk and greater potential losses and could
adversely affect our ability to write future business. ' ‘ '

We bear credit risk with respect to our reinsurers and we purchase a significant portion of
our reinsurance from an unrated and unlicensed reinsurer.

Our reinsurance arrangements are with a limited number of reinsurers and, as of December
31, 2004, approximately 3.9% of our ceded policy liabilities were to ING Re, one of our
affiliates, which is rated “AA” by S&P and is not licensed in Canada. This increases a potential
adverse effect on our results of operations if one or more of our reinsurers is unable to meet its
financial obligations. Although all of our non-affiliate reinsurers were rated “A-" or higher by
A M. Best at the time of entering into the reinsurance arrangements, these ratings are subject to
change and may be lowered.

Although reinsurance makes the assuming reinsurer liable to us to the extent of the risk
ceded, we are not relieved of our primary liability to our insureds as the direct insurer. As a result,
we bear credit risk with respect to our reinsurers. We cannot ensure that our reinsurers will pay all
reinsurance claims on a timely basis or at all. We evaluate each reinsurance claim based on the
facts of the case, historical experience with the reinsurer on similar claims and existing law and
include in our reserve for uncollectible reinsurance any amounts deemed uncollectible.




The inability to collect amounts due to us under reinsurance arrangements would reduce
our net income and cash flow, and the ability of our insurance subsidiaries to pay dividends or

make other distributions to us.

Because we are dependent on key empioyees, the loss of any of these employees or our
inability to retain other key personnel could adversely affect our business.

We are substantially dependent on a number of key employees. Our success has been, and
will continue to be, dependent on our ability to retain the services of our existing key employees
and to attract and retain additional qualified personnel in the future. The: loss of the services of
any of our key employees, or the inability to identify, hire and retain other highly qualified
personnel in the future, could adversely affect the quality and profitability of our business
operations. '

General economic, financial market and political conditions may adversely affect our
business and profitability.

Our businesses and profitability may be materially adversely affected from time to time by
general economic, financial market and political conditions such as those occurring after the
September 11, 2001 terrorist attacks as discussed above. In periods of economic downturn
characterized by higher unemployment, lower family income, lower corporate earnings, lower
business investment and lower consumer spending, individuals and businesses may choose not to
purchase insurance products, may permit existing policies to lapse, or may choose to reduce the
amount of coverage purchased. In addition to the demand for our insurance products being
adversely affected, our reserves and provisions would likely increase resulting in lower earnings.
General inflationary pressures may affect the costs of medical care, automobile parts and repair,
construction and other items, increasing the costs of paying claims.

As a holding company, we are dependent on the results of operhtions of our subsidiaries to-

meet our obligations and pay future dividends.

We are a holding company and a legal entity separate and distinct from our subsidiaries. As
a holding company without significant operations or assets of our own, our principal sources of
funds are dividends and other distributions as well as loans from our subsidiaries. Canadian
insurance laws limit the ability of our insurance subsidiaries to pay dividends and require our
insurance subsidiaries to maintain specified levels of statutory capital and surplus. In addition, for
competitive reasons, our insurance subsidiaries need to maintain financial strength ratings which
requires us to sustain capital levels in our insurance subsidiaries. These restrictions affect the
ability of our insurance subsidiaries to pay dividends and use their capital in other ways. The
inability of our subsidiaries to pay dividends to us could have a material adverse effect on our
business and financial condition. :

Risk Management

We have established comprehensive risk management and internal control procedures
designed to manage and monitor various risks in order to protect our business, clients and
shareholders. Our risk management efforts aim to avoid risks that could materially impair our
financial position, accept risks that contribute to sustainable earnings and growth and disclose
these risks in a full and compléte manner. Our board of directors is responsible for overseeing our
risk-taking activities and risk management programs.

Our board of directors has established the followmg commmees to ensure that risks are
being properly measured, monitored and reported

o Audit and Risk Review Committee: This committee is composed of a majority of
independent members of our board of directors and chaired by an independent director. In
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addition to its audit committee functions, which include the review of the financial
information and the monitoring of the internal controls, this committee reviews trends
and key risk positions and exposures, risk management programs, practices and internal
controls and compliance with key operational risk policies and limits.

o Conduct Review and Corporate Governance Committee: This committee is composed of
a majority "of independent members of our board of directors and chaired by an
independent director. This committee reviews, approves or makes recommendations to
our board of directors with respect to related party transactions, compliance and market
conduct programs and policies, including the resolution of conflicts of interests, and
restrictions on use of confidential information.

*  Risk Management Committee: This committee is composed of six of our senior officers
and is chaired by a senior officer designated by our board of directors. It meets monthly
and overseces and endorses our global risk management priorities, assesses the
effectiveness of risk management programs, policies and actions of each key critical
function of our business and reports on an ongoing basis to the Chief Executive Officer,

.quarterly to the audit committee, and at a minimum annually to our board of directors.
The committee evaluates our overall risk profile, aiming for a balance between risk,
return, and capital, and determines policies concerning security and information
technology risk, compliance, regulatory, legal and litigation issues, crisis and business
continuity risks and reputational risk as well as management information systems. The
committee is mandated to: (i) identify risks that could materially affect our business; (ii)

measure risks and their financial and other impact, such as reputational; (iii) monitor -

risks; and (iv) avoid risks if they are not in line with the nisk tolerance level determined
by our board of directors. This committee uses a number of tools and processes to
identify and assess the risks that could affect us. The main tools are the R&CSR (Risks
and Control Self-Assessment Report), through which the risk profile of a specific
business unit is established and then measured, and the key risk indicators which are a
strategic tool for proactive and continuous monitoring of identified risks.

In addition, the Chief Executive Officer is directly accountable to our board of directors for
all of our risk-taking activities and risk management programs and is supported by the Chief
Financial Officer and the Senior Vice-President, Corporate and Legal Services, who act as Co-
Chief Risk Officers,.as well as the senior management committee which reviews findings of the
risk management committee and takes action accordingly.

The following sets out the principal risks we have identified and the strategies adopted to
manage them:

e Strategic Risks: We face many strategic challenges, including ongoing management and
development of our products, services and relationships with our distribution networks
and insureds. We manage these risks through formal processes and approvals which
include: A

o obtaining our board of directors’ final approval of the medium term plan, which

provides for strategic planning and capital allocation, and includes risk
management analysis;

o reviewing of the financial and operational reports by the audit and risk review
committee and our board of directors on a quarterly basis;

o having each of our business units develop detailed business plans, which are then
executed by local management;
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~o having each significant acquisition reviewed by our board of directors and the
majority shareholder; and

o developing and maintaining high standards of conduct through distribution of our
Code of Conduct, and ING Business Values to all new employees and periodical
reminders of same to all employees, together with training sessions.

Operational Risks: Operational risks are the risks of loss resulting from inadequate or
failed ‘internal processes, systems failures or human performance failures. The main
operational risks relate to our inability to design and price our products properly, retain
our distribution networks, manage our information properly and recuperate amounts due
by our reinsurers.

Investment Risks: Our investment risks are derived .from three main sources: (i)
investment risks that result from price volatility, interest rate changes, default,
deterioration of credit rating or creditworthiness, adverse movements in foreign currency
rates and from not having access to sufficient funds to meet both expected liabilities and
" unexpected cash demands; (ii} we bear the credit risk of our reinsurers in case they
become unable to meet their financial obligations; and (iii) the risk of loss due to inability
or unwillingness of our brokers to whom we lend money to repay amounts due.

To alleviate such risks, we have adopted an investment philosophy aimed at preserving
capital and investment policies that set investment limits in each category of acceptable
investments and that fix minimum ratings for each type of investment. These investment
policies and guidelines are applied by 1IM and are closely monitored by an investment
committee that reports to our board of directors at each of its regular meetings. Please
refer to the section entitled “Description of the Business — Investment Management —
Investment Phlilosophy and Strategies” above. '

Reinsurers are selected based on their financial strength ratings, business practices and
the price of their product offerings. All non-related reinsurers must be rated “A-" or
higher by A.M. Best at the time of entering into reinsurance agreements with us, in
addition to providing collateral under reinsurance agreements if they are not licensed in

Canada. Reinsurance agreements and reinsurers are closely monitored on a continuing

basis. Please refer to the section entitled “Description of the business — Reinsurance”
above. :

Broker loans are managed by officers in each of the three main regions: they negotiate the
loans and equity participation with selected brokerages to which we lend money or in
which we take a co-ownership position Standard agreements are used for this purpose
and contain general security and supervision clauses. Thesc officers monitor the financial
situation of these brokerages.

Market Conduct Risks: We are subject to numerous laws and regulations in all the
jurisdictions in which we operate. Failure to re